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ABSTRACT
The p r i m a r y  o b j e c t i v e  o f  t h i s  s t u d y  w as  t o  t e s t  
w h e t h e r  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e ,  a n d  c o n s e q u e n t l y  
t h e  t y p e  o f  r e p o r t ,  a f f e c t  a  l i n e  c r e d i t  d e c i s i o n  made 
by c o m m e r c i a l  b a n k  l e n d i n g  o f f i c e r s .  To a c h i e v e  t h i s  
r e s e a r c h  o b j e c t i v e  t h r e e  i n d e p e n d e n t  v a r i a b l e s  a n d  
tw o  d e p e n d e n t  v a r i a b l e s  w e r e  u s e d .  The i n d e p e n d e n t  
v a r i a b l e s  w e r e  t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e ,  t h e  
s i z e  o f  t h e  a c c o u n t i n g  f i r m ,  a n d  t h e  c a p i t a l  s t r u c t u r e  
o f  t h e  company a p p l y i n g  f o r  t h e  l i n e  o f  c r e d i t .  The 
tw o  d e p e n d e n t  v a r i a b l e s  w e r e  t h e  b a n k  l o a n  o f f i c e r s '  
r e c o m m e n d a t i o n s  o n  t h e  maximum l i n e  o f  c r e d i t  t o  be  
g r a n t e d  a n d  t h e  minimum i n t e r e s t  r a t e  t o  be c h a r g e d .
The f i n d i n g s  show ed  t h a t  t h e  l e v e l  o f  a c c o u n t i n g  
s e r v i c e ,  t h e  s i z e  o f  a c c o u n t i n g  f i r m ,  a n d  t h e  c a p i t a l  
s t r u c t u r e  o f  t h e  com pany  a l l  a f f e c t e d  t h e  l i n e  o f  c r e d i t  
d e c i s i o n .  S p e c i f i c a l l y ,  t h e  a u d i t  r e p o r t  r e s u l t e d  
i n  a  s t a t i s t i c a l l y  s i g n i f i c a n t  h i g h e r  l o a n  s i z e  t h a n  
a c o m p i l a t i o n .  A s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r e n c e  
w as  n o t  f o u n d  b e t w e e n  a n  a u d i t  a n d  a r e v i e w  n o r  b e t w e e n
x
a  r e v i e w  a n d  a  c o m p i l a t i o n .  The s i z e  o f  t h e  CPA f i r m  
a l s o  h a d  a  s i g n i f i c a n t  e f f e c t  o n  t h e  l o a n  s i z e .  An 
a c c o u n t i n g  s e r v i c e  p e r f o r m e d  by  a  l a r g e  i n t e r n a t i o n a l  
CPA f i r m  r e s u l t e d  i n  a  l a r g e r  l o a n  t h a n  when t h e  s e r v i c e  
w as  p e r f o r m e d  by  a  l o c a l  CPA f i r m .  N e i t h e r  t h e  t y p e  
o f  a c c o u n t i n g  r e p o r t  n o r  t h e  s i z e  o f  t h e  CPA f i r m  a f f e c t e d  
t h e  i n t e r e s t  r a t e .  The c a p i t a l  s t r u c t u r e  o f  t h e  company 
s i g n i f i c a n t l y  a f f e c t e d  b o t h  t h e  l o a n  s i z e  a n d  t h e  i n t e r e s t  
r a t e .  The c a p i t a l  s t r u c t u r e  h a d  a  s t a t i s t i c a l l y  s i g n i f i c a n t  
i m p a c t  on b o t h  t h e  l o a n  s i z e  a n d  t h e  i n t e r e s t  r a t e .
T h i s  s t u d y  a l s o  i n v e s t i g a t e d  t h e  e f f e c t  o f  t h e  
t y p e  o f  a c c o u n t i n g  s e r v i c e  a n d  t h e  s i z e  o f  t h e  CPA 
f i r m  on c e r t a i n  p e r c e p t i o n s  o f  t h e  b a n k  l e n d i n g  o f f i c e r s .
The f i n d i n g s  show ed  t h a t  b o t h  t h e  s i z e  o f  t h e  CPA f i r m  
a n d  t h e  a c c o u n t i n g  s e r v i c e  a f f e c t e d  t h e  b a n k e r s '  p e r c e p t i o n s  
a s  t o  t h e  am oun t  o f  t e s t i n g  ( i . e . ,  i n q u i r i e s ,  a n a l y t i c a l  
r e v i e w ,  a n d  s u b s t a n t i v e )  p e r f o r m e d  by t h e  CPA. The 
r e s u l t s  o f  t h e  s t u d y  a l s o  i n d i c a t e  t h a t  b a n k  l o a n  o f f i c e r s  
a r e  n o t  c o r r e c t l y  r e c e i v i n g  t h e  m e s s a g e s  o f  t h e  r e v i e w  
r e p o r t  a s  i n t e n d e d  by  t h e  ARSC.
CHAPTER 1
INTRODUCTION
The r o l e  o f  t h e  a c c o u n t a n t  i n  r e g a r d  t o  u n a u d i t e d  
f i n a n c i a l  s t a t e m e n t s  h a s  c h a n g e d  s i g n i f i c a n t l y  i n  r e c e n t  
y e a r s .  Much o f  t h i s  c h a n g e  i s  due  t o  t h e  c r i t i c i s m  t h a t  
t h e  p r o f e s s i o n ,  a s  a w h o l e ,  r e c e i v e d  d u r i n g  t h e  1 9 7 0 s  
f o r  n e g l e c t i n g  t h e  n e e d s  o f  s m a l l  b u s i n e s s e s .  I n d e e d ,  
p e r  e x a m i n a t i o n  o f  t h e  p r o f e s s i o n a l  s t a n d a r d s  a n d  t h e  
r e s e a r c h  i n  a c c o u n t i n g ,  o n e  w o u l d  p r o b a b l y  c o n c l u d e  t h a t  
t h e  i n d e p e n d e n t  C e r t i f i e d  P u b l i c  A c c o u n t a n t  (CPA) d e v o t e s  
much m ore  o f  h i s  e f f o r t  t o  a u d i t e d  s t a t e m e n t s  t h a n  u n a u d i t e d  
s t a t e m e n t s ,  when i n  f a c t ,  t h e  o p p o s i t e  i s  t r u e  [Raymond,  
1 9 8 1 ] .  I n  t h e  U n i t e d  S t a t e s ,  m ore  t h a n  1 7 , 0 0 0 , 0 0 0  b u s i ­
n e s s e s  a r e  i n  o p e r a t i o n  t o d a y . 1 of t h e s e  b u s i n e s s e s ,
* T h i s  f i g u r e  i s  a n  e s t i m a t e  b a s e d  u p o n  t h e  S t a t i s t i c a l
A b s t r a c t  o f  t h e  U n i t e d  S t a t e s : ___1 9 8 4 . T h i s  a b s t r a c t
show ed  t h a t  i n  1 9 8 0 ,  t h e r e  w e r e  a p p r o x i m a t e l y  1 6 , 7 9 3 , 0 0 0  
b u s i n e s s e s .
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2o n l y  1 0 , 7 1 7  w e r e  r e q u i r e d  t o  f i l e  a n n u a l  a u d i t e d  r e p o r t s  
w i t h  t h e  S e c u r i t i e s  a n d  E x c h a n g e  C o m m is s io n  [1984]  d u r i n g  
1 9 8 3 .
D u r i n g  t h e  l a s t  d e c a d e ,  t h e  A m e r i c a n  I n s t i t u t e  o f  
C e r t i f i e d  P u b l i c  A c c o u n t a n t s  (AICPA) h a s  g i v e n  m o re  a t t e n ­
t i o n  t o  t h e  n e e d s  o f  b u s i n e s s e s  t h a t  a r e  n o t  r e q u i r e d  
t o  b e  a u d i t e d .  I n  D ecem b er  1 9 7 8 ,  u n d e r  t h e  a u s p i c e s  
o f  t h e  AICPA, t h e  A c c o u n t i n g  a n d  R ev iew  S e r v i c e s  C o m m i t t e e  
[1 9 7 8 ]  i s s u e d  S t a t e m e n t s  o n  S ta j i i3and£_j£or A c c o u n t i n g  
a n d  R ev iew  S e r v i c e s  (SSARS) M o . 1 , w h ic h  a l l o w s  CPAs 
t o  p r o v i d e  two l e v e l s  o f  a s s u r a n c e  w h i c h  a r e  l e s s  t h a n  
t h a t  o f  a n  a u d i t .  The  A IC P A 's  m a n a g i n g  d i r e c t o r  o f  t e c h ­
n i c a l  s t a n d a r d s  s t a t e d  t h a t  SSARS No.  1 w as  r e v o l u t i o n a r y  
[ K e l l e y ,  1 9 7 9 ]  . The m a i n  p u r p o s e  o f  t h i s  r e s e a r c h  i s  
t o  a n a l y z e  t h e  e f f e c t  o f  t h e s e  d i f f e r e n t  l e v e l s  o f  a s s u r a n c e  
on a  u s e r ' s  d e c i s i o n .  S p e c i f i c a l l y ,  t h i s  s t u d y  w i l l  
t e s t  w h e t h e r  t h e  l e v e l  o f  a c c o u n t a n t ' s  a s s u r a n c e  a f f e c t s  
a b a n k  l e n d i n g  d e c i s i o n .
H is to r ic a l  Background
I n  1 9 3 9 ,  t h e  A m e r i c a n  I n s t i t u t e  o f  A c c o u n t a n t s  (AIA) , 
w h i c h  w as  t h e  f o r e r u n n e r  t o  t h e  AICPA, f o r m e d  t h e  C o m m i t t e e  
o n  A u d i t i n g  P r o c e d u r e  (CAP). S h o r t l y  t h e r e a f t e r ,  CAP 
i s s u e d  i t s  f i r s t  s t a t e m e n t ,  S t a t e m e n t s  o n  A u d i t i n g  P r o c e d u r e s  
(SAP) N o.  1 . w h i c h  g a v e  g u i d e l i n e s  t o  t h e  i n d e p e n d e n t  
a c c o u n t a n t  i n  c o n d u c t i n g  a n  a u d i t  [ S c o t t ,  1 9 8 2 ]  . I n  
t h e  a r e a  o f  u n a u d i t e d  s t a t e m e n t s ,  t h i s  p r o n o u n c e m e n t
3o n l y  s t a t e d  t h a t  i f  t h e  a u d i t o r ' s  e x a m i n a t i o n  w as  l e s s  
" i n  s c o p e  t h a n  h e  c o n s i d e r s  n e c e s s a r y "  ( i . e . ,  n o t  e n o u g h  
e v i d e n c e  was  g a t h e r e d )  t h e n  h e  " . . .  s h o u l d  l i m i t  h i s  
r e p o r t  t o  a  s t a t e m e n t  o f  h i s  f i n d i n g s  a n d ,  i f  a p p r o p r i a t e ,  
h i s  r e a s o n s  f o r  o m i t t i n g  a n  e x p r e s s i o n  o f  o p i n i o n "  [CAP,
1 9 3 9 ,  p .  5 ] .
The  f i r s t  o f f i c i a l  p r o n o u n c e m e n t  d e a l i n g  e x c l u s i v e l y  
w i t h  u n a u d i t e d  s t a t e m e n t s  w as  SAP No.  2 3 . w h i c h  w as  i s s u e d  
i n  1 9 4 9 .  T h i s  p r o n o u n c e m e n t  s t a t e d  t h a t  t h e  CPA s h o u l d  
c l e a r l y  i n d i c a t e  t h e  d e g r e e  o f  r e s p o n s i b i l i t y  h e  i s  t a k i n g  
i n  t h e  r e p o r t  a c c o m p a n y i n g  t h e  f i n a n c i a l  s t a t e m e n t s .
H o w e v e r ,  n o  e x a m p l e s  o f  r e p o r t s  w e r e  g i v e n  i n  t h i s  s t a t e m e n t .  
As a  r e s u l t  o f  t h i s  l a c k  o f  g u i d a n c e ,  two  t y p e s  o f  r e p o r t s  
e v o l v e d — a d i s c l a i m e r  o f  o p i n i o n  a n d  a  s o - c a l l e d  n e g a t i v e  
a s s u r a n c e  o p i n i o n .  A d i s c l a i m e r  o f  o p i n i o n  c l e a r l y  n o t e d  
t h a t  no  i n d e p e n d e n t  t e s t s  w e r e  p e r f o r m e d .  The n e g a t i v e  
a s s u r a n c e  o p i n i o n  s t a t e d  t h a t  t h e  CPA d i s c l a i m e d  a n  o p i n i o n  
o n  t h e  f i n a n c i a l  s t a t e m e n t s ,  b u t  n o t h i n g  came t o  h i s  
a t t e n t i o n  t o  i n d i c a t e  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  
n o t  f a i r l y  p r e s e n t e d .  T h i s  n e g a t i v e  a s s u r a n c e  o p i n i o n  
w as  i s s u e d  i f  t h e  CPA p e r f o r m e d  some t e s t s  o n  t h e  f i n a n c i a l  
s t a t e m e n t s ,  b u t  n o t  e n o u g h  t e s t s  t o  c o n s t i t u t e  a n  a u d i t  
[ M i l l e r ,  1 9 8 0 ]  .
I n  1 9 6 2 ,  CAP i s s u e d  SAP Mo. 3 2 . w h ic h  p r o h i b i t e d  
t h e  u s e  o f  t h e  n e g a t i v e  a s s u r a n c  r e p o r t  e x c e p t  i n  s p e c i a l  
s i t u a t i o n s  ( e . g . ,  " c o m f o r t  l e t t e r s "  t o  u n d e r w r i t e r s  a n d
4c e r t a i n  " s p e c i a l  r e p o r t s " ) .  T h i s  p r o n o u n c e m e n t  l e f t  
CPAs i n  a  d i l e m m a  b e c a u s e  SAP No. 23 s t a t e d  t h a t  t h e  
a c c o u n t a n t  s h o u l d  i n d i c a t e  c l e a r l y  t h e  d e g r e e  o f  r e s p o n s i ­
b i l i t y  t h a t  h e  i s  t a k i n g ,  y e t  i t  b a n n e d  t h e  t y p e  o f  l a n g u a g e  
( i .  e ,  a  n e g a t i v e  a s s u r a n c e  o p i n i o n )  t h a t  CPAs h a d  b e e n  
u s i n g  t o  i n d i c a t e  t h e  d e g r e e  o f  r e s p o n s i b i l i t y .  T h e r e f o r e ,  
t o  c l a r i f y  t h e  s i t u a t i o n ,  SAP N o.  38 [1 9 6 7 ]  e n t i t l e d  
" U n a u d i t e d  F i n a n c i a l  S t a t e m e n t s "  w as  i s s u e d ,  w h ic h  r e q u i r e d  
CPAs t o  u s e  a  d i s c l a i m e r  o f  o p i n i o n  i n  a l l  c a s e s  i n v o l v i n g  
a u d i t e d  s t a t e m e n t s  a n d  p r e v e n t e d  CPAs f r o m  s t a t i n g  a n y t h i n g  
m o r e .  An e x a m p l e  o f  s u c h  a  d i s c l a i m e r  i s  a s  f o l l o w s :
The a c c o m p a n y i n g  b a l a n c e  s h e e t  o f  X Company a s  o f  
D ecem ber  3 1 ,  1 9 x x  a n d  r e l a t e d  s t a t e m e n t ( s )  o f  in c o m e  
a n d  r e t a i n e d  e a r n i n g s  f o r  t h e  y e a r  t h e n  e n d e d  w e r e  
n o t  a u d i t e d  by  u s  a n d  a c c o r d i n g l y  we do n o t  e x p r e s s  
a n  o p i n i o n  on  t h e m .  [CAP, 1 9 6 7 ,  p a r .  4]
A p r o b l e m  r e s u l t e d  f ro m  t h e  f a c t  " t h a t  n o t  a l l  u n a u ­
d i t e d  s t a t e m e n t s  a r e  a l i k e  i n  t h e  d e g r e e  o f  a s s u r a n c e  
t h a t  a CPA i s  c a p a b l e  o f  p r o v i d i n g "  [ C a r m i c h a e l ,  1 9 7 4 ,  
p .  6 8 ] .  T h a t  i s ,  a  CPA may p e r f o r m  w r i t e - u p  w o rk  f o r  
on e  c l i e n t  a n d  c o n d u c t  e x t e n s i v e  t e s t s  f o r  a n o t h e r .
Y e t ,  a c c o r d i n g  t o  SAP No.  3 8 . t h e  CPA w o u l d  h a v e  t o  i s s u e  
a  d i s c l a i m e r  i n  b o t h  c a s e s .  W henever  a  c o m p l e t e  a u d i t  
w as  n o t  p e r f o r m e d ,  a d i s c l a i m e r  w as  r e q u i r e d .  The CPA 
h a d  t o  g i v e  e i t h e r  t h e  maximum a s s u r a n c e  o f  a n  a u d i t  
o p i n i o n  o r  t h e  no  a s s u r a n c e  o f  a d i s c l a i m e r  [ C a r m i c h a e l ,  
1 9 7 4 ] .  T h e r e f o r e ,  when a  d i s c l a i m e r  o f  o p i n i o n  w as  i s s u e d ,  
t h e  u s e r s  o f  t h e  f i n a n c i a l  s t a t e m e n t s  h a d  d i f f i c u l t y
i n  d e t e r m i n i n g  t h e  a p p r o p r i a t e  l e v e l  o f  a s s u r a n c e .  N ot  
o n l y  was t h i s  a  d i s s e r v i c e  t o  t h e  u s e r ,  b u t  a l s o  t o  t h e  
c l i e n t s  who may h a v e  " p a i d  s u b s t a n t i a l  a c c o u n t i n g  f e e s  
a n d  w e r e  p r e s e n t e d  w i t h  f i n a n c i a l  s t a t e m e n t s  c o n t a i n i n g  
t h e  same d i s c l a i m e r  w h i c h  w o u l d  h a v e  b e e n  t h e  c a s e  h a d  
t h e  a c c o u n t a n t s  m e r e l y  e x t r a c t e d  a c c o u n t  b a l a n c e s  f ro m  
t h e  b o o k s  a n d  p u t  them  i n  f i n a n c i a l  s t a t e m e n t  fo rm "  [ D e r i e u x ,  
1 9 8 0 ,  p .  9 9 ] .  I n  a d d i t i o n ,  s m a l l e r  b u s i n e s s e s  may h a v e  
b e e n  r e q u i r e d  t o  be  a u d i t e d  by t h e i r  b a n k e r s  when a  l e s s e r  
l e v e l  o f  a s s u r a n c e  may h a v e  b e e n  a d e q u a t e  ( i . e ,  a n  a s s u r a n c e  
l e v e l  g r e a t e r  t h a n  a d i s c l a i m e r ,  b u t  l e s s  t h a n  a n  a u d i t ) .
The i n t e r e s t  i n  v a r i o u s  a s s u r a n c e  l e v e l s  w as  n o t  
c o n f i n e d  t o  s m a l l  b u s i n e s s e s .  A p r o b l e m  a r o s e  i n  t h e  
r e p o r t i n g  o f  i n t e r i m  i n f o r m a t i o n  i n  w h i c h  c o m p a n i e s  w o u ld  
r e p o r t  a  s i g n i f i c a n t  t r a n s a c t i o n  i n  o n e  m a n n e r  o n  t h e  
i n t e r i m  s t a t e m e n t s ,  b u t  t h e  a u d i t o r s  w o u l d  r e q u i r e  a 
c h a n g e  i n  t h e  m e t h o d  o n  t h e  y e a r - e n d  f i n a n c i a l  s t a t e m e n t s .
As a  r e s u l t ,  t h e  S e c u r i t i e s  a n d  E x c h a n g e  C o m m is s io n  (SEC) 
a n d  o t h e r s  f e l t  t h a t  t h e r e  s h o u l d  be some a u d i t o r  i n v o l v e ­
m e n t  on i n t e r i m  f i n a n c i a l  s t a t e m e n t s .  T h u s ,  i n  1 9 7 5 ,
SAS N o.  10 e n t i t l e d  " I n t e r i m  R ev iew  o f  F i n a n c i a l  I n f o r ­
m a t i o n "  w as  i s s u e d  by  t h e  A u d i t i n g  S t a n d a r d s  E x e c u t i v e  
C o m m i t t e e  (AudSEC). I n  t h e  f o l l o w i n g  y e a r ,  AudSEC i s s u e d  
SAS No. 13 [1 9 7 6 ]  e n t i t l e d  " R e p o r t s  o n  a  L i m i t e d  R ev iew  
on  I n t e r i m  F i n a n c i a l  I n f o r m a t i o n . "  T h e s e  two s t a t e m e n t s  
" a r e  d i r e c t e d  p r i m a r i l y  t o w a r d  t h e  n e e d s  o f  p u b l i c l y
h e l d  c o m p a n i e s  a n d  p r o v i d e  g u i d a n c e  t o  CPAs i n  m a k in g  
l i m i t e d  r e v i e w s  o f  i n t e r i m  f i n a n c i a l  s t a t e m e n t s  o f  t h o s e  
c o m p a n i e s "  [ D e r i u e x , 1 9 8 0 ,  p .  9 8 ] ,
P r o f e s s i o n a l  s t a n d a r d s  o n  u n a u d i t e d  f i n a n c i a l  s t a t e ­
m e n t s  w e r e  a l s o  a f f e c t e d  by t h e  c o u r t  c a s e  o f  1136 T e n n a n t s '
C o r p o r a t i o n  sl. { ^ x _ R o l J i e n b e r q  a n d  Company [277  N . Y .S .  2d
996 , 1967,- 319 N . Y .S .  2d 1 0 0 7 ,  1 9 7 1 ;  281 N .E .  2d 8 4 6 ,
1 9 7 2 ] .  R o t h e n b e r g ,  a  CPA, was  p r e s u m a b l y  e n g a g e d  t o  
p e r f o r m  " w r i t e - u p "  s e r v i c e s  f o r  $600 p e r  y e a r  f o r  a 
c o r p o r a t e  c o o p e r a t i v e  a p a r t m e n t  h o u s e .  The m a n a g i n g  
a g e n t  e m b e z z l e d  o v e r  $ 1 0 0 , 0 0 0  f ro m  t h e  c o r p o r a t i o n ,  an d  
t h e  CPA d i d  n o t  d i s c o v e r  t h e  e m b e z z l e m e n t  d u r i n g  h i s  
w o r k .  A l t h o u g h  some s u s p i c i o u s  i t e m s  w e r e  n o t e d  by  t h e  
CPA, h e  f a i l e d  t o  i n v e s t i g a t e  t h e s e  i t e m s .  The p l a i n t i f f  
w as  a w a r d e d  $ 2 3 7 , 2 7 8  i n  d am ag es  b e c a u s e  t h e  CPA f a i l e d  
t o  i n f o r m  him o f  t h e s e  s u s p i c i o u s  i t e m s .  As a  r e s u l t  
o f  t h i s  c a s e ,  AudSEC, w h i c h  w as  t h e  s u c c e s s o r  t o  CAP, 
i s s u e d  t h e  " G u id e  f o r  E n g a g e m e n t s  o f  CPAs t o  P r e p a r e  
U n a u d i t e d  F i n a n c i a l  S t a t e m e n t s "  [ R o b e r t s o n  a n d  D a v i s ,
1 9 8 2 ;  M i l l e r ,  1 9 8 0 ;  a n d  S c o t t ,  P a g e ,  a n d  H o o p e r ,  1 9 8 2 ] .
C o n g r e s s i o n a l  i n v e s t i g a t i o n s  d u r i n g  t h e  m id  1 9 7 0 s  
c r i t i c i z e d  t h e  a c c o u n t i n g  p r o f e s s i o n  f o r  n e g l e c t i n g  t h e  
n e e d s  o f  s m a l l  b u s i n e s s .  The Moss a n d  M e t c a l f  c o m m i t t e e s  
[ R e p o r t s ,  A c c o u n t i n g  a n d  M anagem ent  S u b c o m m i t t e e ,  1 9 77]  
n o t e d  t h a t  t h e  p r o b l e m s  o f  s m a l l  b u s i n e s s e s  w e r e  n o t  
a d e q u a t e l y  c o n s i d e r e d  when e s t a b l i s h i n g  a c c o u n t i n g
7s t a n d a r d s .  As a  r e s u l t ,  s m a l l  c l i e n t s '  s eem ed  t o  be  
d e n i e d  " t h e  f u l l  b e n e f i t  o f  a  C P A 's  s e r v i c e "  [ R o b e r t s o n ,
1 9 8 2 ,  p .  7 1 9 ] .  The r e a s o n i n g  b e h i n d  t h i s  a l l e g a t i o n  
was  t h a t  a c c o u n t i n g  s t a n d a r d s  a r e  g r e a t l y  i n f l u e n c e d  
by  t h e  l a r g e  CPA f i r m s ,  p a r t i c u l a r y  t h e  B i g  E i g h t ,  a n d  
t h e s e  f i r m s '  r e v e n u e s  r e s u l t  l a r g e l y  f ro m  b i g  b u s i n e s s e s .  
C o n s e q u e n t l y ,  t h e  a c c o u n t i n g  s t a n d a r d s  w e r e  s e t  f o r  l a r g e  
b u s i n e s s e s .  The c o n t r o v e r s y  b e cam e  known i n  t h e  f i e l d  
o f  a u d i t i n g  a s  " B ig  GAAS v e r s u s  L i t t l e  GAAS" [ R o b e r t s o n  
a n d  D a v i s ,  1 9 8 2 ]  .
I n  r e s p o n s e  t o  p r e s s u r e  f ro m  c e r t a i n  s t a t e  s o c i e t i e s ,  
t h e  AICPA d i r e c t e d  AudSEC t o  a p p o i n t  a  c o m m i t t e e  w h i c h  
w o u l d  a d d r e s s  t h e  p r o b l e m s  a s s o c i a t e d  w i t h  u n a u d i t e d  
f i n a n c i a l  s t a t e m e n t s  [ M i l l e r ,  1 9 8 0 ] ,  T h e r e f o r e ,  i n  l a t e  
1 9 7 5 ,  t h e  A c c o u n t i n g  a n d  R ev iew  S e r v i c e s  C o m m i t t e e  (ARSC) 
w as  e s t a b l i s h e d  t o  r e c o n s i d e r  t h e  AICPA p r o n o u n c e m e n t s  
r e g a r d i n g  a  C P A 's  a s s o c i a t i o n  w i t h  u n a u d i t e d  f i n a n c i a l  
s t a t e m e n t s  a n d  t o  make r e c o m m e n d a t i o n s  [ G r e g o r y ,  1 9 7 9 ] .  
H o w e v e r ,  i n  1 9 7 7 ,  t h e  c o m m i t t e e  w as  e l e v a t e d  t o  a  s e n i o r  
t e c h n i c a l  c o m m i t t e e  i n  r e s p o n s e  t o  c o n g r e s s i o n a l  p r e s s u r e .  
B e c a u s e  a s e n i o r  t e c h n i c a l  c o m m i t t e e  h a s  t h e  a u t h o r i t y  
t o  e s t a b l i s h  s t a n d a r d s ,  ARSC's  p r o n o u n c e m e n t s  a r e  e n f o r c e a b l e  
u n d e r  R u l e  204  o f  t h e  A IC P A 's  Code o f  P r o f e s s i o n a l  E t h i c s  
[AICPA, 1 9 8 4 ] .  As a  r e s u l t  o f  t h e  a p p o i n t m e n t  o f  t h e  
ARSC t o  " s e n i o r "  s t a t u s ,  t h e  r e p o r t i n g  s t a n d a r d s  c o v e r i n g  
u n a u d i t e d  f i n a n c i a l  s t a t e m e n t s  now d e p e n d  upon  t h e  s t a t u s
o f  t h e  com pany .  I f  t h e  company i s  c o n s i d e r e d  t o  b e  a 
p u b l i c  co m p an y ,  t h e n  SAS No. 26 i s s u e d  by  t h e  A c c o u n t i n g  
S t a n d a r d s  B o a rd  (ASB) p r o v i d e s  g u i d a n c e  t o  t h e  a c c o u n t a n t .
T h i s  s t a t e m e n t  b a s i c a l l y  s t a t e s  t h a t  a  d i s c l a i m e r  o f  
o p i n i o n  s h o u l d  b e  i s s u e d  when a C P A 's  name i s  a s s o c i a t e d  
w i t h  t h e  f i n a n c i a l  s t a t e m e n t s  [AICPA, 1 9 8 4 ] .  H ow ev er ,  
i f  t h e  company i s  n o t  c o n s i d e r e d  t o  b e  a  p u b l i c  com p an y ,  
t h e n  t h e  p r o n o u n c e m e n t s  i s s u e d  by  t h e  ARSC g i v e  g u i d a n c e  
t o  t h e  p r a c t i t i o n e r .  T h u s ,  SAP No.  38 a n d  " G u id e  f o r  
E n g a g e m e n t s  o f  CPAs t o  P r e p a r e  U n a u d i t e d  F i n a n c i a l  S t a t e m e n t s "  
w e r e  s u p e r s e d e d  b y  SAS No.  26 a n d  t h e  s t a t e m e n t s  i s s u e d  
by  t h e  ARSC.
I n  D ecem ber  1 9 7 8 ,  t h e  ARSC i s s u e d  i t s  f i r s t  s t a t e m e n t ,
S t a t e m e n t  o n  S t a n d a r d s  f o r  A c c o u n t i n g  a n d  R ev iew  S e r v i c e s
fSSARS) No. 1 . w h ic h  a l l o w s  CPAs t o  p r o v i d e  l e s s e r  l e v e l s
o f  a s s u r a n c e  t h a n  t h a t  o f  a n  a u d i t  t o  a  n o n p u b l i c  e n t i t y .
A n o n p u b l i c  e n t i t y  i s  d e f i n e d  i n  SSARS No. 1 a s  f o l l o w s :
Any e n t i t y  o t h e r  t h a n  on e  (a)  whose  s e c u r i t i e s  
t r a d e  i n  a  p u b l i c  m a r k e t  e i t h e r  o n  a  s t o c k  
e x c h a n g e  ( d o m e s t i c  o r  f o r e i g n )  o r  i n  t h e  o v e r -  
t h e - c o u n t e r  m a r k e t ,  i n c l u d i n g  s e c u r i t i e s  q u o t e d  
o n l y  l o c a l l y  o r  r e g i o n a l l y ,  o r  (b )  t h a t  m a k e s  
a  f i l i n g  w i t h  a  r e g u l a t o r y  a g e n c y  i n  p r e p a r a t i o n  
f o r  t h e  s a l e  o f  a n y  c l a s s  o f  i t s  s e c u r i t i e s  
i n  a  p u b l i c  m a r k e t .  [ARSC, 1 9 7 8 ,  p a r .  4]
SSARS No. 1 a l l o w s  CPAs t o  p e r f o r m  c o m p i l a t i o n s
a n d  r e v i e w s  f o r  n o n p u b l i c  e n t i t i e s .  I n  a  c o m p i l a t i o n
r e p o r t ,  t h e  a c c o u n t a n t  e x p r e s s e s  no  a s s u r a n c e  on t h e
f i n a n c i a l  s t a t e m e n t s .  A r e v i e w  r e p o r t  i s  d e s i g n e d
t o  g i v e  t h e  u s e r  l i m i t e d  a s s u r a n c e  t h a t  t h e  f i n a n c i a l
9s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  [ARSC, 1 9 7 8 ] .
T a b l e  1 ,  p r e s e n t e d  o n  t h e  f o l l o w i n g  p a g e ,  i l l u s t r a t e s  
t h e  d i f f e r e n c e s  i n  t h e  r e q u i r e d  p r o c e d u r e s  f o r  t h e  a u d i t ,  
r e v i e w ,  a n d  c o m p i l a t i o n .  F o u r  o t h e r  SSARSs h a v e  b e e n
i s s u e d  s i n c e  SSARS , a n d  a l l  o f  t h e s e  s t a t e m e n t s
a r e  t a k e n  i n t o  c o n s i d e r a t i o n  i n  t h i s  t a b l e  a n d  i n  t h e  
r e m a i n i n g  d i s c u s s i o n  i n  t h i s  p a p e r .
As n o t e d  i n  T a b l e  1 ,  o n l y  a n  a u d i t  r e q u i r e s  a  d e t a i l e d  
e x a m i n a t i o n  a n d  t e s t i n g  o f  t h e  a c c o u n t i n g  r e c o r d s  a n d  
r e l a t e d  i n t e r n a l  c o n t r o l .  H o w e v e r ,  b o t h  a n  a u d i t  a n d  
a r e v i e w  r e q u i r e  a n  a n a l y t i c a l  a n a l y s i s  o f  t h e  f i n a n c i a l  
s t a t e m e n t s .  T h e s e  a n a l y t i c a l  p r o c e d u r e s  c o n s i s t  o f  t h e  
f o l l o w i n g :
1) c o m p a r i s o n  o f  f i n a n c i a l  s t a t e m e n t s  f o r  
c o m p a r a b l e  p r i o r  p e r i o d s ,
2) c o m p a r i s o n  o f  t h e  f i n a n c i a l  s t a t e m e n t s  
w i t h  a n t i c i a p t e d  r e s u l t s ,  i f  a v a i l a b l e  
( f o r  e x a m p l e ,  b u d g e t s  a n d  f o r e c a s t s ) ,  a n d
3) s t u d y  o f  t h e  r e l a t i o n s h i p s  o f  t h e  e l e m e n t s  
o f  t h e  f i n a n c i a l  s t a t e m e n t s  t h a t  w o u l d  be 
e x p e c t e d  t o  c o n f o r m  t o  a  p r e d i c t a b l e  p a t t e r n  
b a s e d  o n  t h e  e n t i t y ' s  e x p e r i e n c e .  [ARSC,
1 9 8 3 ,  p a r .  27]
I n  a d d i t i o n  t o  t h e  a b o v e  a n a l y t i c a l  p r o c e d u r e s ,  a  CPA
i s  r e q u i r e d  t o  m ake  a  n um ber  o f  i n q u i r i e s  i n  p e r f o r m i n g
a  r e v i e w .  T h e r e  i n q u i r i e s  c o n c e r n :
1) t h e  e n t i t y ' s  a c c o u n t i n g  p r i n c i p l e s  a n d  
p r a c t i c e s ;
2) t h e  e n t i t y ' s  p r o c e d u r e s  f o r  r e c o r d i n g ,  
c l a s s i f y i n g ,  a n d  s u m m a r i z i n g  t r a n s a c t i o n s ,  
a n d  a c c u m u l a t i n g  i n f o r m a t i o n  f o r  d i s c l o s u r e  
i n  t h e  f i n a n c i a l  s t a t e m e n t s ;
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TABLE 1
COMPARATIVE CRITERIA FOR ISSUING REPORTS 
ON AUDITS, REVIEWS, AND COMPILATIONS
C r i t e r i a  R e g a r d i n g  R e q u i r e m e n t s  
f o r  S e r v i c e s A u d i t
..Type...Of
R ev iew
S e r v i c e
C o m p i l a t i o n
I n d e p e n d e n c e  b e t w e e n  a c c o u n t a n t  
a n d  c l i e n t  n e c e s s a r y  f o r  p e r ­
f o r m a n c e  o f  s e r v i c e ? Y es Yes No
F o r m a l  e n g a g e m e n t  l e t t e r  
b e t w e e n  c l i e n t  a n d  a c c o u n t a n t  
r e q u i r e d ? No No No
G e n e r a l  k n o w le d g e  o f  c l i e n t ' s  
a c c o u n t i n g  s y s t e m  a n d  i n d u s t r y  
a c c o u n t i n g  p r a c t i c e s  r e q u i r e d ? Yes Yes Yes
D e t a i l e d  e x a m i n a t i o n  a n d  t e s t ­
i n g  o f  a c c o u n t i n g  r e c o r d s  a n d  
r e l a t e d  i n t e r n a l  c o n t r o l s  
r e q u i r e d ? Yes No No
G e n e r a l  a n a l y t i c a l  a n a l y s e s  o f  
f i n a n c i a l  s t a t e m e n t s  r e q u i r e d ? Yes Yes No
A t t o r n e y  r e p r e s e n t a t i o n  l e t t e r  
f r o m  c l i e n t ' s  l e g a l  c o u n s e l  
r e q u i  r e d ? Y es No No
R e p r e s e n t a t i o n  l e t t e r  f ro m  
c l i e n t  r e q u i r e d ? Yes No No
F i n a n c i a l  s t a t e m e n t s  e x p l i c i t l y  
i n c l u d e  a  d e s c r i p t i o n  o f  t h e  
n a t u r e  o f  w ork  p e r f o r m e d ? No No No
F i n a n c i a l  s t a t e m e n t s  e x p l i c i t l y  
i n c l u d e  a  r e f e r e n c e  t o  t h e  
a c c o u n t a n t ' s  r e p o r t ? No Yes Yes
A c c o u n t a n t ' s  r e p o r t  i n c l u d e s  
a s s u r a n c e s  r e g a r d i n g  f i n a n c i a l  
s t a t e m e n t s ? Yes Yes No
SOURCE: C h a r l e s  L .  H o l l e y ,  " A n a l y s i s  a n d  Summary o f
C o m p i l a t i o n  a n d  R e v i e w , "  B a v l o r  B u s i n e s s  S t u d i e s , 
M a y - J u l y ,  1 9 8 0 ,  p .  3 5 .
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3) a c t i o n s  t a k e n  a t  m e e t i n g s  o f  s t o c k h o l d e r s ,  
b o a r d  o f  d i r e c t o r s ,  c o m m i t t e e s  o f  t h e  b o a r d  
o f  d i r e c t o r s ,  o r  c o m p a r a b l e  m e e t i n g s  t h a t  
may a f f e c t  t h e  f i n a n c i a l  s t a t e m e n t s ;  a n d
4) p e r s o n s  h a v i n g  r e s p o n s i b i l i t y  f o r  f i n a n c i a l  
a n d  a c c o u n t i n g  m a t t e r s  c o n c e r n i n g  a )  w h e t h e r  
t h e  f i n a n c i a l  s t a t e m e n t s  h a v e  b e e n  p r e p a r e d
i n  c o n f o r m i t y  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s  c o n s i s t e n t l y  a p p l i e d ,  b)  c h a n g e s  
i n  t h e  e n t i t y ' s  b u s i n e s s  a c t i v i t i e s  o r  
a c c o u n t i n g  p r i n c i p l e s  a n d  p r a c t i c e s ,  
c )  m a t t e r s  a s  t o  w h i c h  q u e s t i o n s  h a v e  a r i s e n  
i n  t h e  c o u r s e  o f  a p p l y i n g  t h e  f o r e g o i n g  
p r o c e d u r e s ,  a n d  d )  e v e n t s  s u b s e q u e n t  t o  
t h e  d a t e  o f  t h e  f i n a n c i a l  s t a t e m e n t s  t h a t  
w o u l d  h a v e  a  m a t e r i a l  e f f e c t  o n  t h e  f i n a n c i a l  
s t a t e m e n t s .  [ARSC, 1 9 8 3 ,  p a r . 27]
A c o m p i l a t i o n  r e q u i r e s  t h a t  t h e  CPA s h o u l d  p o s s e s s  
a  g e n e r a l  u n d e r s t a n d i n g  o f  t h e  n a t u r e  o f  t h e  e n t i t y ' s  
a c c o u n t i n g  p r o c e s s  a n d  " t h e  a c c o u n t i n g  p r i n c i p l e s  a n d  
p r a c t i c e s  o f  t h e  i n d u s t r y  i n  w h i c h  t h e  e n t i t y  o p e r a t e s "  
[ARSC, 1 9 8 3 ,  p a r s .  1 0 - 1 1 ] ,  The CPA i s  a l s o  r e s p o n s i b l e  
f o r  r e a d i n g  t h e  f i n a n c i a l  s t a t e m e n t s  t o  s e e  i f  t h e y  a r e  
a p p r o p r i a t e  i n  f o r m  a n d  f r e e  f ro m  o b v i o u s  m a t e r i a l  e r r o r  
[ARSC, 1 9 8 3 ,  p a r .  1 3 ] .
flnr.ggQl.vefl Is s.ues
As n o t e d  e a r l i e r ,  t h e  u n a u d i t e d  f i n a n c i a l  s t a t e m e n t s  
w e r e  v a g u e  a s  t o  how much w o rk  w a s  a c t u a l l y  p e r f o r m e d  
by  t h e  CPA. SSARS N o.  1 a l l e v i a t e d  t h i s  p r o b l e m  s o m e w h a t .  
One p o t e n t i a l  p r o b i e m  o f  t h i s  s t a t e m e n t ,  h o w e v e r ,  i s  
t h a t  u s e r s  may i n c o r r e c t l y  i n t e r p r e t  t h e  a c c o u n t a n t ' s  
r e p o r t .  When t h e  e x p o s u r e  d r a f t  f o r  S S A R S N q , _ 1 was  
i s s u e d ,  a n  u n p r e c e d e n t e d  r e s p o n s e  o f  n e a r l y  400 l e t t e r s  
w as  r e c e i v e d .  Such  a  l a r g e  r e s p o n s e  s h o u l d  n o t  be t o o
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s u r p r i s i n g ,  s i n c e  t h e  s t a t e m e n t  was  c o n s i d e r e d  r e v o l u t i o n a r y .  
A n um ber  o f  t h e s e  l e t t e r s  com m ented  t h a t  undue  r e l i a n c e  
w i l l  be p l a c e d  o n  a  c o m p i l a t i o n  b e c a u s e  o f  " t h e  f a c t  
t h a t  a n  a c c o u n t a n t ' s  name w i l l  be  a s s o c i a t e d  w i t h  c o m p i l e d  
f i n a n c i a l  s t a t e m e n t s  t h r o u g h  a  l e n g t h y  r e p o r t  t h a t  d o e s  
n o t  i n d i c a t e  t h e  c l e a r - c u t  f a m i l a r  d i s c l a i m e r  o f  o p i n i o n ,  
c o u p l e d  w i t h  t h e  f a c t  t h a t  t h e  s t a t e m e n t s  n e e d  n o t  b e  
m a r k e d  ' u n a u d i t e d ' "  [ K e l l e y ,  1 9 7 9 ,  p .  2 0 ] .  A s t u d y  
p e r f o r m e d  by  G r e g o r y  a n d  K e l l e y  [1 9 8 1 ]  i n d i c a t e d  t h a t  
u s e r s  may n o t  be c o r r e c t l y  i n t e r p r e t i n g  t h e  m e s s a g e  o f  
a  c o m p i l a t i o n  r e p o r t .  R o b e r t  M o r r i s  A s s o c i a t e s  A c c o u n t i n g  
P o l i c y  C o m m i t t e e  n o t e d  t h a t  t h e  c o m p i l a t i o n  r e p o r t  may 
b e  m i s l e a d i n g  b e c a u s e  t h e  r e p o r t  a p p e a r s  v e r y  p r o f e s s i o n a l .  
T h i s  c o m m i t t e e  s t a t e d  t h a t  CPAs s h o u l d  n o t  e v e n  u s e  t h e  
c o m p i l a t i o n  when r e p o r t i n g  t o  a  t h i r d  p a r t y  b e c a u s e  t h e  
u s e r  w i l l  a t t a c h  a  g r e a t e r  v a l u e  t o  t h e  s t a t e m e n t s  t h a n  
t h e  CPA i n t e n d e d  [ W a t e r s t o n ,  1 9 7 9 ] .
I n  a d d i t i o n ,  some f e l t  t h a t  u s e r s  may n o t  u n d e r s t a n d  
t h e  r e v i e w  r e p o r t  a n d  t h a t  t h e  d i f f e r e n t  l e v e l s  o f  a s s u r a n c e  
may c o n f u s e  u s e r s  [ K e l l e y ,  1 9 7 9 ;  Brown,  1 9 7 9 ] .  The r e v i e w  
r e p o r t  g i v e s  t h e  u s e r  some a s s u r a n c e  t h a t  t h e  f i n a n c i a l  
s t a t e m e n t s  a r e  f a i r l y  p r e s e n t e d .  H o w ev er ,  t h e  am o u n t  
o f  a s s u r a n c e  a c h i e v e d  i s  n o t  c l e a r .  The e x a m p l e  o f  a  
r e v i e w  r e p o r t  i l l u s t r a t e d  i n  t h e  C o d i f i c a t i o n  o f  S t a t e m e n t s
on Standards for  AccountincL and_Review S e r v ice&i N,umb,£r.s
1 t o  5 s t a t e s  t h a t  a  r e v i e w  h a s  b e e n  made " i n  a c c o r d a n c e
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w i t h  t h e  s t a n d a r d s  e s t a b l i s h e d  by t h e  A m e r i c a n  I n s t i t u t e  
o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s "  [ARSC, 1 9 8 3 ,  p a r .  4 0 ] ,
T h e s e  s t a n d a r d s ,  h o w e v e r ,  " a r e  r a t h e r  i m p r e c i s e "  [ W a t e r s t o n ,  
1 9 7 9 ,  p .  1 4 ] .  Some b a n k e r s  s e e  t h e  q u a l i t y  o f  t h e  r e v i e w  
v a r y i n g  m o re  f ro m  CPA t o  CPA, t h a n  t h e  q u a l i t y  o f  a n  
a u d i t  [ W a t e r s t o n ,  1 9 7 9 ]  . B a i n b r i d g e  [1979]  sh o w e d  t h a t  
a n a l y t i c a l  r e v i e w  p r o c e d u r e s ,  w h i c h  a r e  u s e d  i n  a  r e v i e w ,  
a r e  n o t  w e l l  u n d e r s t o o d  by t h e  b a n k i n g  c o m m u n i t y .  C o n c e r n  
h a s  a l s o  b e e n  e x p r e s s e d  a s  t o  w h e t h e r  u s e r s  w i l l  b e  a b l e  
t o  p e r c e i v e  a  q u a l i t a t i v e  d i f f e r e n c e  b e t w e e n  a n  a u d i t  
a n d  a  r e v i e w  [ S o lo m o n ,  C h o z e n ,  a n d  M i l l e r ,  1 9 8 3 ] .
As a  r e s u l t  o f  t h e  p o t e n t i a l  m i s i n t e r p r e t a t i o n  o f  
t h e  m e s s a g e s  o f  t h e  d i f f e r e n t  t y p e s  o f  a c c o u n t i n g  r e p o r t s ,  
many f e l t  t h a t  i n c r e a s e d  l i a b i l i t y  e x p o s u r e  w o u l d  a l s o  
r e s u l t ,  p a r t i c u l a r l y  i n  t h e  a r e a  o f  c o m p i l a t i o n s .  I n  
p e r f o r m i n g  a  c o m p i l a t i o n ,  t h e  a c c o u n t a n t  b a s i c a l l y  p r e s e n t s  
i n f o r m a t i o n  i n  t h e  f o r m  o f  f i n a n c i a l  s t a t e m e n t s  w i t h o u t  
e x p r e s s i n g  a n y  a s s u r a n c e  on  t h e m .  T h e r e f o r e ,  some c o n s i d e r  
a  c o m p i l a t i o n  t o  be  " an  u n p r o f e s s i o n a l  o b j e c t i v e "  w i t h  
w h i c h  t h e  CPA s h o u l d  n o t  be a s s o c i a t e d  [ K e l l e y ,  1 9 7 9 ,  
p .  2 0 ] .  O t h e r s  f e e l  t h a t  t h e  m e r e  a s s o c i a t i o n  o f  t h e  
C P A 's  name a d d s  c r e d i b i l i t y  t o  t h e  f i n a n c i a l  s t a t e m e n t s  
e v e n  t h o u g h  n o  a c t u a l  t e s t s  a r e  made [ K e l l e y ,  1 9 7 9 ] .
P u r p o s e  o f  t h e  S t u d y
The m a j o r  p u r p o s e  o f  t h i s  r e s e a r c h  p r o j e c t  w as  t o  
t e s t  t h e  e f f e c t  o f  t h e  a c c o u n t a n t ' s  r e p o r t  on o n e  t y p e
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o f  u s e r ' s  d e c i s i o n .  More s p e c i f i c a l l y ,  t h e  r e s e a r c h
a t t e m p t e d  t o  a n s w e r  t h e  f o l l o w i n g  q u e s t i o n :
D o es  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e ,  a n d  c o n s e ­
q u e n t l y  t h e  t y p e  o f  r e p o r t ,  a f f e c t  a  l i n e  o f
c r e d i t  d e c i s i o n  made by b a n k  l e n d i n g  o f f i c e r s ?
Methodology
To a n s w e r  t h e  r e s e a r c h  q u e s t i o n ,  a  f i e l d  e x p e r i m e n t  
w a s  p e r f o r m e d .  The s u b j e c t s  f o r  t h e  e x p e r i m e n t  w e r e
b a n k  l e n d i n g  o f f i c e r s  s i n c e  t h e y  a r e  s e e n  t o  be "o n e
o f  t h e  m a i n  u s e r s  o f  t h e  c o m p i l a t i o n  a n d  r e v i e w  r e p o r t s "  
[ J o h n s o n ,  P a n y ,  a n d  W h i t e ,  1 9 8 3 ,  p .  4 3 ] .  The s u b j e c t s  
w e r e  p r e s e n t e d  w i t h  a  s e t  o f  f i n a n c i a l  s t a t e m e n t s  a c c o m p a n i e d  
by  o n e  fo rm  o f  a c c o u n t a n t ' s  a s s o c i a t i o n — a u d i t ,  r e v i e w ,  
c o m p i l a t i o n ,  o r  no a s s o c i a t i o n .  The l e n d i n g  o f f i c e r s  
w e r e  a s k e d  t o  a n s w e r  s e v e r a l  q u e s t i o n s  b a s e d  upon  t h e  
f i n a n c i a l  s t a t e m e n t s  a n d  t h e  a c c o u n t a n t ' s  r e p o r t .  S p e c i f i ­
c a l l y ,  t h e  l e n d i n g  o f f i c e r  w as  a s k e d  t o  s t a t e  t h e  maximum 
l i n e  o f  c r e d i t  t h a t  h e  w o u l d  be w i l l i n g  t o  g r a n t  t h e  
company a n d  t h e  minimum i n t e r e s t  r a t e  t h a t  h e  w o u l d  recommend 
o n  t h e  l i n e  o f  c r e d i t .  T h e r e f o r e ,  t h e  s i z e  o f  t h e  l o a n  
a n d  t h e  i n t e r e s t  r a t e  w e r e  t h e  two m a in  d e p e n d e n t  v a r i a b l e s .  
I n  a d d i t i o n  t o  t h e s e  tw o  r e s p o n s e s ,  t h e  l o a n  o f f i c e r s  
w e r e  a l s o  a s k e d  some q u e s t i o n s  d e a l i n g  w i t h  t h e i r  p e r c e p t i o n s  
o f  (1)  t h e  r e s p o n s i b i l i t y  t h a t  t h e  a c c o u n t a n t  i s  a s s u m i n g  
f o r  t h e  f i n a n c i a l  s t a t e m e n t s ,  (2 )  t h e  a s s u r a n c e  t h a t  
t h e  f i n a n c i a l  s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  
w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  a n d
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(3 )  t h e  am oun t  o f  t e s t i n g  t h a t  t h e  a c c o u n t a n t  p e r f o r m e d  
o n  t h e  f i n a n c i a l  s t a t e m e n t s .
The b a s i c  r e s e a r c h  d e s i g n  f o r  t h i s  e x p e r i m e n t  was  
a  3x2x2  f a c t o r i a l  d e s i g n .  The t h r e e  i n d e p e n d e n t  v a r i a b l e s  
f o r  t h e  s t u d y  w e r e  t h e  l e v e l  o f  a c c o u n t a n t ' s  a s s o c i a t i o n  
( i . e . ,  c o m p i l a t i o n ,  r e v i e w ,  a n d  a u d i t ) ,  t h e  s i z e  o f  t h e  
CPA f i r m  ( i . e . ,  l o c a l  a n d  l a r g e  i n t e r n a t i o n a l ) ,  a n d  t h e  
c a p i t a l  s t r u c t u r e  ( i . e . ,  weak a n d  s t r o n g ) .  M u l t i v a r i a t e  
A n a l y s i s  o f  V a r i a n c e  (MANOVA) was  u s e d  t o  i n t e r p r e t  t h e  
s i g n i f i c a n c e  o f  t h e  s u b j e c t s '  r e s p o n s e s .
A f o u r t h  l e v e l  o f  a c c o u n t a n t  a s s o c i a t i o n  w a s  a l s o  
t e s t e d  i n  t h i s  s t u d y ,  w h i c h  w as  t h a t  o f  n o  a c c o u n t a n t  
a s s o c i a t i o n .  T h i s  l e v e l  o f  a s s o c i a t i o n  w as  t e s t e d  a g a i n s t  
e a c h  o f  t h e  o t h e r  l e v e l s  s e p a r a t e l y  by  u s i n g  o n e - w a y  
MANOVAs. T h i s  f o u r t h  l e v e l  w as  n o t  i n c l u d e d  i n  t h e  
f a c t o r i a l  d e s i g n  b e c a u s e  t h e r e  w e r e  no  l e v e l s  o f  t h e  
s e c o n d  i n d e p e n d e n t  v a r i a b l e  ( i . e . ,  t y p e  o f  a c c o u n t a n t )  
when t h e r e  w as  n o  a c c o u n t a n t  a s s o c i a t i o n .
C o n t r i b u t i o n  o f  t h e  S t u d y  
F i r s t ,  s i n c e  r e l a t i v e l y  l i t t l e  i s  known a b o u t  t h e  
e f f e c t  o f  SSARS No. 1 o n  u s e r s '  d e c i s i o n s ,  t h i s  e x p e r i m e n t  
p r o v i d e s  some i n f o r m a t i o n  o n  t h e  e f f e c t  o f  t h e  t y p e  o f  
a c c o u n t a n t ' s  r e p o r t  on t h e  b an k  l e n d i n g  d e c i s i o n .  T h i s  
e f f e c t  s h o u l d  be  o f  i n t e r e s t  t o  n o n p u b l i c  b u s i n e s s e s ,  
t h e  a c c o u n t i n g  p r o f e s s i o n ,  a n d  u s e r s .  A l t h o u g h  SSARS 
N o.  1 c l e a r l y  i n d i c a t e s  t h a t  d i f f e r e n t  m e s s a g e s  a r e  i n t e n d e d
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f ro m  t h e  v a r i o u s  t y p e s  o f  r e p o r t s ,  p r i o r  r e s e a r c h  h a s  
n o t  shown a n y  e f f e c t  on  u s e r s '  d e c i s i o n s .  I f  t h i s  r e s u l t  
i s  a c c u r a t e ,  t h e n  many b u s i n e s s e s  may be p a y i n g  f o r  
u n n e c e s s a r y  a c c o u n t i n g  s e r v i c e s .  A s u r v e y  o f  CPA f i r m s  
c o n d u c t e d  by  A r n o l d  a n d  Diamond [ 1 9 7 9 ]  showed t h a t  a  
r e v i e w  w o u l d  c o s t  50 p e r  c e n t  o f  a n  a u d i t ,  w h i l e  a  c o m p i ­
l a t i o n  w o u l d  c o s t  20 p e r  c e n t  o f  a n  a u d i t .  F o r  a  c o n t i n u i n g  
c l i e n t ,  a r e v i e w  w o u l d  c o s t  o n l y  44 p e r  c e n t  o f  a n  a u d i t .  
T h e s e  p e r c e n t a g e s  a r e  b a s e d  o n  a f a m i l y - o w n e d  com pany  
t h a t  h a s  $ 5 , 0 0 0 , 0 0 0  i n  a n n u a l  s a l e s .
S e c o n d ,  t e s t s  w e r e  made t o  d e t e r m i n e  w h e t h e r  t h e  
m e s s a g e s  o f  t h e  d i f f e r e n t  t y p e s  o f  r e p o r t s  a r e  b e i n g  
p e r c e i v e d  a s  i n t e n d e d  by  SSARS No. 1 . F o r  e x a m p l e ,  SSARS 
N o .  1 s t a t e s  t h e  f o l l o w i n g :
M an ag em en t ,  s h a r e h o l d e r s ,  c r e d i t  g r a n t o r s ,  
a n d  o t h e r s  who u s e  f i n a n c i a l  s t a t e m e n t s  s h o u l d  
be a b l e  t o  r e a d i l y  i d e n t i f y  t h e  d e g r e e  o f  r e s p o n ­
s i b i l i t y ,  i f  a n y ,  t h e  a c c o u n t a n t  i s  t a k i n g  
w i t h  r e s p e c t  t o  s u c h  f i n a n c i a l  s t a t e m e n t s .
A w r i t t e n  r e p o r t  i s  r e c o g n i z e d  b y  u s e r s  o f  
f i n a n c i a l  s t a t e m e n t s  a s  t h e  v e h i c l e  by  w h ic h  
a n  a c c o u n t a n t  i n d i c a t e s  t h a t  r e s p o n s i b i l i t y .
[ARSC, 1 9 7 9 ,  p a r .  5]
T h e r e f o r e ,  a c c o r d i n g  t o  SSARS No. 1 . t h e  a c c o u n t a n t  i s
a c c e p t i n g  d i f f e r e n t  l e v e l s  o f  r e s p o n s i b i l i t y  f r o m  t h e
v a r i o u s  r e p o r t s ,  a n d  b a n k  l e n d i n g  o f f i c e r s  s h o u l d  be
a b l e  t o  n o t e  t h i s  d i f f e r e n c e .  I n  a d d i t i o n ,  SSARS No.  1
s t a t e s  t h a t  t h e  v a r i o u s  a c c o u n t i n g  s e r v i c e s  r e s u l t  i n
d i f f e r e n t  l e v e l s  o f  a s s u r a n c e .  As p r e v i o u s l y  m e n t i o n e d ,
c o n c e r n  h a s  b e e n  e x p r e s s e d  t h a t  t o o  much r e l i a n c e  may
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be p l a c e d  o n  t h e s e  r e p o r t s .  T h a t  i s f a  g r e a t e r  l e v e l  
o f  a s s u r a n c e  may be p e r c e i v e d  t h a n  i s  a p p r o p r i a t e .  The 
am o u n t  o f  a s s u r a n c e  t h a t  t h e  a c c o u n t a n t ' s  r e p o r t  p r o v i d e s ,  
a s  p e r c e i v e d  by  t h e  b a n k  l e n d i n g  o f f i c e r s ,  was  a l s o  
e x a m i n e d .
T h i r d ,  t h i s  e x p e r i m e n t  i n t r o d u c e d  v a r i a b l e s  t h a t  
h a v e  n o t  b e e n  c o n s i d e r e d  i n  p r i o r  r e s e a r c h  s t u d i e s .
V i r t u a l l y  a l l  f i e l d  e x p e r i m e n t s  d e a l i n g  w i t h  a c c o u n t i n g  
r e p o r t s ,  i n c l u d i n g  t h o s e  s t u d i e s  p e r t a i n i n g  t o  a u d i t  
q u a l i f i c a t i o n s ,  h a v e  n o t  m a n i p u l a t e d  a n y  o t h e r  v a r i a b l e s  
b e s i d e s  t h e  t y p e  o f  r e p o r t .  T h i s  s t u d y  w as  i n n o v a t i v e  
i n  t h a t  o t h e r  f a c t o r s ,  w h ic h  b a n k e r s  c o n s i d e r  a s  i m p o r t a n t ,  
w e r e  m a n i p u l a t e d .  F o r  e x a m p l e ,  A r n o l d  a n d  Diamond [1981]  
c o n d u c t e d  a  s u r v e y  o f  b a n k  l o a n  o f f i c e r s  t o  d e t e r m i n e  
t h e  f a c t o r s  t h a t  b a n k e r s  c o n s i d e r  t o  be t h e  m o s t  i m p o r t a n t  
i n  d e t e r m i n i n g  t h e  a p p r o p r i a t e  l e v e l  o f  s e r v i c e  f o r  a 
p r o s p e c t i v e  c u s t o m e r .  The two m o s t  i m p o r t a n t  f a c t o r s  
w e r e  t h e  s i z e  o f  t h e  l o a n  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  
t h e  c u s t o m e r .  A l l  p r e v i o u s  s t u d i e s  p e r t a i n i n g  t o  SSARS 
No. 1 h a v e  n e g l e c t e d  t h e s e  v a r i a b l e s . 2 T h e s e  two f a c t o r s  
w e r e  i n c l u d e d  a s  v a r i a b l e s  i n  t h i s  s t u d y .
F o u r t h ,  t h i s  r e s e a r c h  p r o v i d e s  some g u i d a n c e  t o  
n o n p u b l i c  b u s i n e s s e s  a n d  CPA f i r m s  i n  s e l e c t i n g  t h e  t y p e
2 H i c k s  [1982]  d i d  i n c l u d e  l o a n  s i z e  a s  a  d e p e n d e n t  v a r i a b l e .  
Her  s t u d y  d e a l t  m a i n l y  w i t h  d i f f e r e n t  a u d i t  r e p o r t s ,  
b u t  s h e  d i d  i n c l u d e  a  r e v i e w  i n  h e r  s t u d y .  S e e  C h a p t e r  
2 f o r  m o re  d e t a i l .
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o f  a c c o u n t i n g  s e r v i c e  t h a t  a  b u s i n e s s  may n e e d .  By i n c l u d ­
i n g  c e r t a i n  v a r i a b l e s  i n  t h i s  s t u d y ,  some h e l p f u l  i n s i g h t  
s h o u l d  be  g a i n e d  a s  t o  when a  p a r t i c u l a r  t y p e  o f  a c c o u n t i n g  
s e r v i c e  w o u l d  be t h e  m o s t  a p p r o p r i a t e .
F i n a l l y ,  t h i s  r e s e a r c h  p r o v i d e s  i n s i g h t  i n t o  w h e t h e r  
t h e  s i z e  o f  t h e  CPA f i r m  a f f e c t s  b a n k  l e n d i n g  d e c i s i o n s .
Some e v i d e n c e  e x i s t s ,  a l t h o u g h  i t  i s  l a r g e l y  a n e c d o t a l ,  
t h a t  t h e  s i z e  o f  t h e  CPA f i r m  a f f e c t s  t h e  p e r c e i v e d  q u a l i t y  
o f  t h e  a c c o u n t a n t ' s  r e p o r t .  The r e s u l t s  o f  t h i s  f a c t o r  
s h o u l d  be o f  i n t e r e s t  t o  t h e  a c c o u n t i n g  p r o f e s s i o n  a n d  
t o  t h o s e  b u s i n e s s e s  t h a t  a r e  a t t e m p t i n g  t o  d e c i d e  on 
t h e  s i z e  o f  CPA f i r m  t h a t  t h e y  s h o u l d  e m p l o y .
CHAPTER 2
LITERATURE REVIEW
The m a in  p u r p o s e  o f  t h i s  c h a p t e r  i s  t o  d i s c u s s  t h e  
r e s e a r c h  s t u d i e s  t h a t  p e r t a i n  t o  c o m p i l a t i o n s  a n d  r e v i e w s .  
B e f o r e  d i s c u s s i n g  t h e s e  s t u d i e s ,  h o w e v e r ,  t h e  i m p o r t a n c e  
o f  a c c o u n t i n g  i n f o r m a t i o n  a n d  o f  t h e  i n d e p e n d e n t  a c c o u n ­
t a n t ' s  a s s o c i a t i o n  w i t h  f i n a n c i a l  s t a t e m e n t s  i s  d i s c u s s e d .
The I m p o r t a n c e  o f  A c c o u n t i n g  I n f o r m a t i o n
The u s e f u l n e s s  o f  a c c o u n t i n g  i n f o r m a t i o n  h a s  b e e n
p r o c l a i m e d  by a u t h o r i t a t i v e  b o d i e s  o f  a c c o u n t i n g ,  s u c h
a s  t h e  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  B o a r d  a n d  t h e
A c c o u n t i n g  P r i n c i p l e s  B o a r d .  E x a m p le s  o f  s u c h  a s s e r t i o n s
a r e  a s  f o l l o w s :
F i n a n c i a l  r e p o r t i n g  s h o u l d  p r o v i d e  i n f o r m a t i o n  
t h a t  i s  u s e f u l  t o  p r e s e n t  a n d  p o t e n t i a l  i n v e s t o r s  
a n d  c r e d i t o r s  a n d  o t h e r  u s e r s  i n  m a k i n g  r a t i o n a l  
i n v e s t m e n t ,  c r e d i t ,  a n d  s i m i l a r  d e c i s i o n s .  [FASB, 
1 9 7 8 ,  p a r .  34]
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A c c o u n t i n g  i s  a  s e r v i c e  a c t i v i t y .  I t s  f u n c t i o n  
i s  t o  p r o v i d e  q u a n t i t a t i v e  i n f o r m a t i o n ,  p r i m a r i l y  
f i n a n c i a l  i n  n a t u r e ,  a b o u t  e c o n o m i c  e n t i t i e s  
t h a t  i s  i n t e n d e d  t o  be u s e f u l  i n  m a k i n g  e c o n o m i c  
d e c i s i o n s .  [APB, 1 9 7 1 ,  p a r .  9]
T he  u s e f u l n e s s  o f  a c c o u n t i n g  i n f o r m a t i o n  i s  a l s o  ' " s u g g e s t e d
i n  t h e  l i t e r a t u r e  t h r o u g h  e x p r e s s i o n s  o f  t h e  o b j e c t i v e s
o f  a c c o u n t i n g ” [ W a l l a c e ,  1 9 7 8 ,  p .  1 5 ] .  Some e x a m p l e s
o f  s u c h  s t a t e m e n t s  a r e  a s  f o l l o w s  [ W a l l a c e ,  1 9 7 8 ,
p .  15]  s
A c c o u n t i n g  i s  a  m e a s u r e m e n t  a n d  c o m m u n i c a t i o n  
s y s t e m  t o  p r o v i d e  e c o n o m i c  a n d  s o c i a l  i n f o r m a t i o n  
a b o u t  a n  i d e n t i f i a b l e  e n t i t y  t o  p e r m i t  u s e r s  
t o  make i n f o r m e d  j u d g m e n t s  a n d  d e c i s i o n s  l e a d i n g  
t o  a n  op t im um  a l l o c a t i o n  o f  r e s o u r c e s  a n d  a cco m ­
p l i s h m e n t s  o f  t h e  o r g a n i z a t i o n ' s  o b j e c t i v e s .  
[ L a n g e n d e r f e r , 1 9 7 4 ,  p .  74]
The  o b j e c t i v e s  o f  a c c o u n t i n g  a r e  t o  p r o v i d e  i n f o r ­
m a t i o n  f o r  t h e  f o l l o w i n g  p u r p o s e s :
1 .  M aking  d e c i s i o n s  c o n c e r n i n g  t h e  u s e  o f  l i m i t e d  
r e s o u r c e s ,  i n c l u d i n g  t h e  i d e n t i f i c a t i o n  o f  
o b j e c t i v e s  a n d  g o a l s .
2 .  U f f e c t i v e l y  d i r e c t i n g  a n d  c o n t r o l l i n g  a n  
o r g a n i z a t i o n ' s  human a n d  m a t e r i a l  r e s o u r c e s .
3 .  M a i n t a i n i n g  a n d  r e p o r t i n g  o n  t h e  c u s t o d i a n s h i p  
o f  r e s o u r c e s .
4 .  F a c i l i t a t i n g  s o c i a l  f u n c t i o n s  a n d  c o n t r o l .
[AAA, 1 9 6 6 ,  p .  4]
A S t a t e m e n t  o f  B a s i c  A u d i t i n g  C o n c e p t s  (A&QBAC),
w h i c h  w as  i s s u e d  by  t h e  C o m m i t t e e  on  B a s i c  A c c o u n t i n g
C o n c e p t s  [1973]  , d i s c u s s e s  t h e  c o m m u n i c a t i o n  o f  a c c o u n t i n g
i n f o r m a t i o n  t o  t h e  u s e r .  As shown i n  F i g u r e  1 ,  w h i c h
a p p e a r s  o n  t h e  f o l l o w i n g  p a g e ,  t h e  m a i n  p u r p o s e  o f  t h e
c o m m u n i c a t i o n  p r o c e s s  i s  f o r  t h e  p r e p a r e r  t o  c o n v e r t  a n d
t r a n s m i t  r e l e v a n t  i n f o r m a t i o n  a b o u t  e c o n o m i c  t r a n s a c t i o n s
t o  t h e  u s e r .  The u s e r  m u s t  t h e n  i n t e r p r e t  t h e  i n f o r m a t i o n
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SOURCE: C o m m i t t e e  On B a s i c  A u d i t i n g  C o n c e p t s ,  "A S t a t e m e n t
o f  B a s i c  A u d i t i n g  C o n c e p t s , "  S t u d i e s  i n  A c c o u n t i n g  
R e s e a r c h  #6 ( S a r a s o t a ,  F l o r i d a :  A m e r i c a n
A c c o u n t i n g  A s s o c i a t i o n ,  1 9 7 3 ) ,  p .  9 .
a n d  e v a l u a t e  t h e  q u a l i t y  o f  t h e  i n f o r m a t i o n  t h a t  h e  r e c e i v e s  
[C o m m i t t e e  on  B a s i c  A c c o u n t i n g  C o n c e p t s ,  1 9 7 3 ] ,
Demski [1 9 7 4 ]  p r e s e n t s  t h e  r o l e  o f  a c c o u n t i n g  i n f o r m a t i o n  
i n  a  s l i g h t l y  d i f f e r e n t  m a n n e r .  He s t a t e s  t h a t  a c c o u n t i n g
i n f o r m a t i o n  h a s  two r o l e s .  The f i r s t  r o e  i s  t h a t  o f  
p r o v i d i n g  p r e - d e c i s i o n  i n f o r m a t i o n .  I n  t h i s  c o n t e x t ,  
i n f o r m a t i o n  i s  s e e n  a s  e s t a b l i s h i n g  o r  a l t e r i n g  t h e  u s e r ' s  
p r i o r  p r o b a b i l i t i e s  c o n c e r n i n g  t h e  o u t c o m e s  o f  h i s  d e c i s i o n s  
( e . g . ,  t o  i n v e s t  i n  o r  t o  l o a n  m oney  t o  a  c o m p a n y ) .
Many f i n a n c i a l  a c c o u n t i n g  i s s u e s  a r e  a s s o c i a t e d  w i t h  
t h i s  p r e - d e c i s i o n  r o l e .  E x a m p l e s  o f  s u c h  i s s u e s ,  when 
c o n s i d e r e d  i n  t h e  c o n t e x t  o f  t h e  " u s e f u l n e s s "  t o  t h e  
u s e r ,  w o u l d  i n c l u d e  e a r n i n g s  p e r  s h a r e ,  r e v e n u e  r e c o g n i t i o n ,  
c u r r e n t  c o s t  v e r s u s  h i s t o r i c a l  c o s t ,  a n d  human r e s o u r c e  
a c c o u n t i n g  [ D e m s k i ,  197  4 ] ,
The s e c o n d  r o l e  o f  a c c o u n t i n g  i n f o r m a t i o n  p r e s e n t e d  
by  D em sk i  [1 9 7 4 ]  i s  t h a t  o f  a  p o s t - d e c i s i o n  f u n c t i o n .  
C o n t i n g e n t  t r a d i n g  w o u l d  be  n e a r l y  i m p o s s i b l e  u n l e s s  
some m ea n s  w e r e  p r o v i d e d  t o  v e r i f y  w h i c h  s t a t e  o c c u r r e d .
T h a t  i s ,  an  a g r e e m e n t  b e t w e e n  p a r t i e s  b a s e d  o n  some f u t u r e  
e v e n t  c o u l d  n o t  b e  made u n l e s s  t h e  i n f o r m a t i o n  w as  made 
known t o  b o t h  o f  t h e  p a r t i e s  a s  t o  w h i c h  s t a t e  a c t u a l l y  
o c c u r r e d . l
D i s a g r e e m e n t  d o e s  a p p e a r  t o  e x i s t ,  h o w e v e r ,  o v e r  
t h e  v a l u e  o f  f i n a n c i a l  s t a t e m e n t s .  R e s u l t s  f r o m  some 
s t u d i e s  h a v e  i n d i c a t e d  t h a t  f i n a n c i a l  s t a t e m e n t s  h a v e
^D em ski  i l l u s t r a t e s  t h i s  p o i n t  by g i v i n g  a n  a m u s i n g  s t o r y  
o f  " a  w e a l t h y  San  F r a n s i s c o  r e s i d e n t  w ho ,  l o n e l y  a n d  
a l o n e  i n  h i s  c i t y  a p a r t m e n t  o n e  e v e n i n g ,  c a l l e d  a  f r i e n d  
i n  L a s  V e g a s  a n d  p l a y e d  r o u l e t t e  o v e r  t h e  t e l e p h o n e .
He c o u l d  n o t ,  o f  c o u r s e ,  o b s e r v e  s t a t e  o c c u r r e n c e ?  a n d  
h e  e n d e d  t h e  e v e n i n g  o w in g  h i s  ' f r i e n d '  $ 7 0 , 0 0 0 . "  [D em sk i ,  
1 9 7 4 ,  p .  224]
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h a d  l i t t l e  o r  no  e f f e c t  on c o m p a n i e s '  s t o c k  p r i c e s ,  an d  
t h u s  a c c o u n t i n g  i n f o r m a t i o n  a p p e a r s  t o  be  o f  l i t t l e  v a l u e .  
Much o f  t h i s  d i s a g r e e m e n t  c a n  be t r a c e d  t o  t h e  e x t e n s i v e  
a m o u n t  o f  r e s e a r c h  p e r f o r m e d  o n  t h e  " e f f i c i e n t  m a r k e t  
h y p o t h e s i s , " w h i c h  b a s i c a l l y  s t a t e s  t h a t  a l l  p u b l i c l y  
a v a i l a b l e  i n f o r m a t i o n  i s  q u i c k l y  r e f l e c t e d  i n  s t o c k  p r i c e s  
[The C o m m is s io n  o n  A u d i t o r s '  R e s p o n s i b i l i t i e s ,  1 9 7 8 ] .  
E m p i r i c a l  f i n d i n g s  i n  t h e  e f f i c i e n t  m a r k e t s  l i t e r a t u r e  
s u g g e s t  t h a t  t h e  u s e r  o f  p u b l i c l y  a v a i l a b l e  f i n a n c i a l  
i n f o r m a t i o n  i s  u n a b l e  t o  h a v e  " e x c e s s  r e t u r n s . " S i n c e  
t h e  f i n a n c i a l  s t a t e m e n t s  a r e  h i s t o r i c a l l y  b a s e d ,  t h e y  
s e ld o m  c o n t a i n  new i n f o r m a t i o n .  T h e r e f o r e ,  t h e  a n n u a l  
f i n a n c i a l  s t a t e m e n t s  a p p e a r  t o  h a v e  l i t t l e  o r  no  e f f e c t  
on  t h e  p r i c e s  o f  s e c u r i t i e s .
H o w e v e r ,  t h e s e  f i n d i n g s  do n o t  i m p l y  t h a t  t h e  p u b l i c l y  
a v a i l a b l e  f i n a n c i a l  i n f o r m a t i o n  i s  u s e l e s s  [ W a l l a c e ,
1 9 7 8 ]  . On t h e  c o n t r a r y ,  B e a v e r  [1981]  s t a t e s  t h a t  v i r t u a l l y  
a l l  " s t u d i e s  h a v e  f o u n d  a  s t a t i s t i c a l  d e p e n d e n c y  b e t w e e n  
e a r n i n g s  a n d  p r i c e s ,  w h i c h  i s  c o n s i s t e n t  w i t h  t h e  h y p o t h e s i s  
t h a t  e a r n i n g s  c o n v e y  i n f o r m a t i o n "  [ B e a v e r ,  1 9 8 1 ,  p .  1 3 9 ] .  
B a l l  an d  Brown [1968]  a n d  B e a v e r ,  C l a r k e ,  a n d  W r i g h t  
[ 1 9 7 9 ]  show ed  a  p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  s e c u r i t y  
p r i c e  c h a n g e s  a n d  e a r n i n g s  c h a n g e s .  I n  t h e  B a l l  an d  
Brown [ 1 9 6 8 ]  s t u d y ,  t h e  r e s e a r c h e r s  c l a i m e d  t h a t  85 t o  
90 p e r  c e n t  o f  t h e  i n f o r m a t i o n  c o n t a i n e d  i n  t h e  a n n u a l  
r e p o r t s  w a s  a l r e a d y  r e p o r t e d  by  a  m ore  p r o m p t  m e d i a .
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T h a t  i s ,  t h e  a n n u a l  r e p o r t s  d i d  n o t  r a t e  h i g h l y  a s  a 
t i m e l y  m e d i a ,  b u t  t h e  f i n a n c i a l  i n f o r m a t i o n  w as  s i g n i f i c a n t  
t o  t h e  u s e r s .  B e a v e r  [1 9 6 8 ]  a l s o  showed  s i g n i f i c a n t  
p r i c e  r e a c t i o n  t o  t h e  a n n u a l  e a r n i n g s .  S i m i l a r l y ,  F o s t e r  
[1 9 7 7 ]  f o u n d  a s t a t i s t i c a l l y  s i g n i f i c a n t  p r i c e  c h a n g e  
t h e  d a y  b e f o r e  a n d  t h e  d a y  o f  t h e  a n n o u n c e m e n t  o f  e a r n i n g s .  
The r e s u l t s  f ro m  s t u d i e s  p e r f o r m e d  by  B e a v e r ,  K e t t l e r ,  
a n d  S c h o l e s  [1970]  , B e a v e r  a n d  M a n e g o ld  [1975]  , Gonedes  
[ 1 9 7 5 ] ,  a n d  L e v  [197  4] i m p l y  t h a t  f i n a n c i a l  i n f o r m a t i o n  
a i d s  t h e  i n v e s t o r  i n  e v a l u a t i n g  t h e  r i s k  o f  t h e  s e c u r i t y .  
T h e r e f o r e ,  r e s e a r c h  h a s  shown t h a t  a c c o u n t i n g  i n f o r m a t i o n  
d o e s  a f f e c t  u s e r s '  d e c i s i o n s .
The Importance of the Independent AccountantLs  
A sso c ia t io n  with the F inancia l  Statements
The need for  a t t e s t i n g  f in a n c i a l  information can
be traced t o  a n t iq u i t y .  In h is  book, A H istory  of Accounting
a n d  A c c o u n t a n t s . Brown [1905]  s t a t e d  t h e  f o l l o w i n g :
The  o r i g i n  o f  a u d i t i n g  g o e s  b a c k  t o  t i m e s  s c a r c e l y  
l e s s  r e m o t e  t h a n  t h a t  o f  a c c o u n t i n g .  W h e n e v e r  
t h e  a d v a n c e  o f  c i v i l i s a t i o n  b r o u g h t  a b o u t  t h e  
n e c e s s i t y  o f  o n e  man b e i n g  e n t r u s t e d  t o  some e x t e n t  
w i t h  p r o p e r t y  o f  a n o t h e r  t h e  a d v i s a b i l i t y  o f  some 
k i n d  o f  c h e c k  u p o n  t h e  f i d e l i t y  o f  t h e  f o r m e r  
w o u l d  become a p p a r e n t .  [B row n ,  1 9 0 5 ,  p .  74]
T he  a t t e s t  f u n c t i o n  c a n  be t r a c e d  b a c k  t o  a n c i e n t  E g y p t  
w h e r e  two r e c o r d s  o f  t h e  f i s c a l  r e c e i p t s  w e r e  k e p t  i n d e ­
p e n d e n t l y  by  tw o  o f f i c i a l s .  H i s t o r i c a l  r e c o r d s  a l s o  
show t h a t  t h e  a t t e s t  f u n c t i o n  was u s e d  i n  t h e  G reek  a n d  
Roman e m p i r e s  [Brown,  1 9 0 5 ] .
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n o t e d  t h a t  t h e  u s e r  o f  t h e  f i n a n c i a l  s t a t e m e n t s  may be 
c o n f r o n t e d  w i t h  f o u r  c o n d i t i o n s  t h a t  may b r i n g  i n t o  q u e s t i o n  
t h e  q u a l i t y  o f  i n f o r m a t i o n  b e i n g  r e c e i v e d .  T h e s e  f a c t o r s  
a r e  a s  f o l l o w s :  (1 )  c o n f l i c t  o f  i n t e r e s t ,  (2 )  c o n s e q u e n c e ,
(3) c o m p l e x i t y ,  a n d  (4) r e m o t e n e s s  [C o m m i t t e e  On B a s i c  
A u d i t i n g  C o n c e p t s ,  1 9 7 3 ] ,
A c o n f l i c t  o f  i n t e r e s t  a r i s e s  w hen  t h e  u s e r  o f  t h e  
f i n a n c i a l  i n f o r m a t i o n  p e r c e i v e s  h i s  i n t e r e s t  t o  b e  i n  
c o n f l i c t  w i t h  t h e  p r e p a r e r  o f  t h e  i n f o r m a t i o n .  As a  
r e s u l t ,  t h e  u s e r  w i l l  be c o n c e r n e d  a b o u t  b i a s  ( d e l i b e r a t e  
a n d  u n i n t e n t i o n a l )  i n  t h e  i n f o r m a t i o n  g i v e n  by  t h e  p r e p a r e r .  
T h e r e f o r e ,  t h e  u s e r  may w a n t  t h e  f i n a n c i a l  i n f o r m a t i o n  
t o  be a t t e s t e d  by a n  i n d e p e n d e n t  t h i r d  p a r t y  ( i . e . ,  one  
who i s  f r e e  f ro m  a c o n f l i c t  o f  i n t e r e s t )  [ C o m m i t t e e  On 
B a s i c  A u d i t i n g  C o n c e p t s ,  1 9 7 3 ] .
C o n s e q u e n c e  r e f e r s  t o  t h e  u s e r ' s  u t i l i z a t i o n  o f  
t h e  i n f o r m a t i o n  t o  make d e c i s i o n s  t h a t  a r e  s i g n i f i c a n t  
t o  t h e  u s e r .  T h a t  i s ,  a n  i n c o r r e c t  d e c i s i o n  by  t h e  u s e r  
i s  h a r m f u l  t o  h i m .  I n  t h i s  c a s e ,  t h e  u s e r  w i l l  be  much 
m ore  c o n c e r n e d  a b o u t  r e c e i v i n g  q u a l i t y  i n f o r m a t i o n  b e c a u s e  
m i s l e a d i n g ,  b i a s e d ,  o r  i n c o m p l e t e  i n f o r m a t i o n  w i l l  l e a d  
t o  b a d  d e c i s i o n s  [C o m m i t t e e  o n  B a s i c  A u d i t i n g  C o n c e p t s ,
1 9 7 3 ]  .
As t h e  c o m p l e x i t y  o f  t h e  s u b j e c t  m a t t e r  i n c r e a s e s ,  
t h e  u s e r  o f  t h e  i n f o r m a t i o n  f i n d s  i t  m ore  d i f f i c u l t  t o
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e v a l u a t e  t h e  q u a l i t y  o f  t h e  i n f o r m a t i o n  t h a t  i s  b e i n g
r e c e i v e d .  I n  a d d i t i o n ,  t h e  p o s s i b l i t y  o f  u n i n t e n t i o n a l
e r r o r s  i n c r e a s e s  a s  t h e  c o m p l e x i t y  o f  t h e  s u b j e c t  m a t t e r
i n c r e a s e s .  T h e r e f o r e ,  t h e  u s e r  may w a n t  t h e  f i n a n c i a l
i n f o r m a t i o n  t o  b e  a t t e s t e d  by a n  i n d i v i d u a l  who p o s s e s s e s
a l e v e l  o f  e x p e r t i s e  a b o v e  t h a t  o f  t h e  a v e r a g e  u s e r
[ C o m m i t t e e  On B a s i c  A u d i t i n g  C o n c e p t s ,  1 9 7 3 ] .
The  u s e r  o f  t h e  f i n a n c i a l  i n f o r m a t i o n  may h a v e  t h e
a b i l i t y  t o  a s s e s s  t h e  q u a l i t y  o f  t h e  f i n a n c i a l  i n f o r m a t i o n
d i r e c t l y  t h r o u g h  h i s  own e f f o r t s .  H o w ev er ,  due  t o  p h y s i c a l
d i s t a n c e ,  l e g a l  b a r r i e r s ,  t i m e  a n d  c o s t  c o n s t r a i n t s ,
o r  a  c o m b i n a t i o n  o f  t h e s e  f a c t o r s ,  t h e  u s e r  may n o t  be
a b l e  t o  p e r f o r m  h i s  own i n v e s t i g a t i o n  [C o m m i t t e e  On B a s i c
A u d i t i n g  C o n c e p t s ,  1 9 7 3 ]  .
T h e s e  f o u r  f a c t o r s — c o n f l i c t  o f  i n t e r e s t ,  c o n s e q u e n c e ,
c o m p l e x i t y ,  a n d  r e m o t e n e s s —
i n t e r a c t  i n  s u c h  a  way t h a t  a s  t h e y  i n c r e a s e  i n  
t h e i r  i n t e n s i t y  t h e y  make i t  b o t h  i n c r e a s i n g l y  
i m p o r t a n t  t h a t  a n  i n f o r m e d ,  i n d e p e n d e n t  c o n c l u s i o n  
b e  r e a c h e d  by t h e  u s e r  a s  t o  t h e  q u a l i t y  o f  t h e  
a c c o u n t i n g  i n f o r m a t i o n  b e i n g  r e c e i v e d  a n d  i n c r e a s ­
i n g l y  d i f f i c u l t  f o r  t h e  u s e r  o f  t h e  i n f o r m a t i o n  
t o  r e a c h  s u c h  a  d e t e r m i n a t i o n  w i t h o u t  o u t s i d e  
a s s i s t a n c e  [ C o m m i t t e e  on  B a s i c  A c c o u n t i n g  C o n c e p t s ,  
1 9 7 3 ,  p .  10]  .
T h e r e f o r e ,  t h e s e  f o u r  f a c t o r s  c r e a t e  a demand f o r  an  
i n d e p e n d e n t  p a r t y  t o  a t t e s t  t h e  f i n a n c i a l  i n f o r m a t i o n .
T h i s  a t t e s t  f u n c t i o n  d o e s  n o t  c h a n g e  t h e  c o m m u n i c a t i o n  
p r o c e s s  shown i n  F i g u r e  1 ,  b u t  i t  s h o u l d  a s s i s t  t h e  u s e r  
i n  e v a l u a t i n g  t h e  q u a l i t y  o f  t h e  i n f o r m a t i o n  t h a t  i s
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b e i n g  r e c e i v e d  [C o m m i t t e e  o n  B a s i c  A c c o u n t i n g  C o n c e p t s ,
1973]  .
The C o m m iss io n  o n  A u d i t o r s '  R e s p o n s i b i l i t i e s  [1978]  
s t a t e d  t h a t  t h e  n e e d  f o r  t h e  a t t e s t  f u n c t i o n  a r i s e s  due  
t o  t h e  p o t e n t i a l  c o n f l i c t  t h a t  may e x i s t  b e t w e e n  m an a g e m e n t  
a n d  t h e  u s e r s  o f  t h e  f i n a n c i a l  i n f o r m a t i o n .  T h i s  s t a t e m e n t  
s h o u l d  n o t  be i n t e r p r e t e d  t o  i m p l y  t h a t  a l l  m an ag em en t  
i s  d i s h o n e s t .  H o w e v e r ,  a  p o t e n t i a l  b i a s  d o e s  e x i s t  s i n c e  
m an a g e m e n t  h a s  d i s c r e t i o n  i n  t h e  p r e p a r a t i o n  o f  t h e  f i n a n c i a l  
i n f o r m a t i o n .  The C o m m is s io n  w e n t  o n  t o  s a y  t h a t  " t h e  
a s s u r a n c e s  p r o v i d e d  by  a n  a u d i t  h o l d  s i g n i f i c a n t  i n f o r ­
m a t i o n a l  v a l u e  f o r  u s e r s  o f  f i n a n c i a l  s t a t e m e n t s "  [C o m m iss io n  
on A u d i t o r s '  R e s p o n s i b i l i t i e s ,  1 9 7 8 ,  p .  6 ] .  T h i s  s t a t e m e n t  
a p p e a r s  t o  be s u p p o r t e d  by a  r e s e a r c h  s t u d y  p e r f o r m e d  
by  W a l l a c e  [ 1 9 7 8 ] .  W a l l a c e  f o u n d  t h a t  a n  a u d i t  h a s  a  
f a v o r a b l e  i m p a c t  o n  a  m u n i c i p a l i t y ' s  b o n d  r a t i n g  a n d  
n e t  i n t e r e s t  c o s t ,  a n d  t h a t  t h i s  i m p a c t  i s  r e d u c e d  when 
t h e  o p i n i o n  i s  q u a l i f i e d . 2
A num ber  o f  r e s e a r c h  s t u d i e s  h a v e  i n v e s t i g a t e d  t h e  
e f f e c t  o f  t h e  d i f f e r e n t  t y p e s  o f  a u d i t  o p i n i o n s  on u s e r s '  
d e c i s i o n s .  The r e s u l t s  o f  t h e s e  s t u d i e s  h a v e  b e e n  m i x e d .
2 Two f i e l d  e x p e r i m e n t s  a p p e a r  t o  o f f e r  c o u n t e r  e v i d e n c e  
t o  t h i s  p o s i t i o n .  H i c k s  [1 9 8 2 ]  a n d  H o u g h to n  [ 1 9 8 3 ]  showed 
t h a t  u s e r s '  d e c i s i o n s  w e r e  u n a f f e c t e d  by  w h e t h e r  o r  n o t  
t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  a c c o m p a n i e d  by  a n  a u d i t  
r e p o r t .  H o w ev e r ,  a s  H o u g h t o n  [1983]  n o t e d  i n  h i s  s t u d y ,  
t h e  s i g n a l s  f ro m  t h e  f i n a n c i a l  d a t a  c o n t a i n e d  i n  t h e  
s t u d y  may h a v e  o v e r s h a d o w e d  t h e  s i g n a l s  e m i t t e d  f ro m  
t h e  a u d i t o r ' s  r e p o r t .
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H o w e v e r ,  t h e  m a r k e t  s t u d i e s  h a v e  g e n e r a l l y  shown t h a t  
a  " s u b j e c t  t o "  a u d i t  o p i n i o n  s i g n i f i c a n t l y  a f f e c t s  i n v e s t o r  
b e h a v i o r  ( e . g . ,  F i r t h  [ 1 9 7 8 ] ,  K e l l e r  [ 1 9 8 1 ] ,  B a n k s  a n d  
K i n n e y  [ 1 9 2 ] ,  a n d  E l l i o t  [ 1 9 8 2 ] ) .  A " s u b j e c t  t o "  o p i n i o n  
i s  i s s u e d  w hen  a m a t e r i a l  u n c e r t a i n t y  i s  f a c i n g  t h e  com pany .  
T h i s  u n c e r t a i n t y  may r e s u l t  f ro m  l i t i g a t i o n ,  v a l u a t i o n  
o f  a s s e t s ,  t a x  l i a b i l i t y ,  a n d  o t h e r  f a c t o r s  [ASB, 1 9 8 4 ,  
p a r s .  5 0 9 . 2 1 - 2 6 ] .  S i n c e  t h e  " s u b j e c t  t o "  r e p o r t  c o n t a i n s  
a m a t e r i a l  u n c e r t a i n t y ,  t h e  u n q u a l i f i e d  o p i n i o n  s h o u l d  
g i v e  m o re  a s s u r a n c e  t o  t h e  u s e r .  The f i e l d  e x p e r i m e n t s  
h a v e  g e n e r a l l y  shown t h a t  a  " s u b j e c t  t o "  o p i n i o n  d o e s  
n o t  a f f e c t  i n v e s t o r  b e h a v i o r .  H o w e v e r ,  i n  t h e  r e s e a r c h  
s t u d i e s  t h a t  u s e d  t h i s  t y p e  o f  e x p e r i m e n t a l  m e t h o d ,  t h e  
" s u b j e c t  t o "  o p i n i o n  d i d  n o t  s u p p l y  a d d i t i o n a l  i n f o r m a t i o n  
t o  t h e  s u b j e c t s  b e c a u s e  t h e  u n c e r t a i n t y  was  d i s c l o s e d  
e l s e w h e r e  i n  t h e  f i n a n c i a l  s t a t e m e n t s .  T h a t  i s ,  r e g a r d l e s s  
o f  w h e t h e r  t h e  s u b j e c t s  r e c e i v e d  a n  u n q u a l i f i e d  o p i n i o n  
o r  a  " s u b j e c t  t o "  o p i n i o n ,  t h e  u n c e r t a i n t y  was d i s c l o s e d  
i n  t h e  f i n a n c i a l  s t a t e m e n t s .
I n  e x p l a i n i n g  t h e  i n t e r r e l a t i o n s h i p  b e t w e e n  f i n a n c i a l  
r e p o r t i n g ,  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  (GAAP), 
a n d  e x t e r n a l  a u d i t i n g ,  Ng [1978]  n o t e d  t h a t  i f  m a n a g e m e n t ' s  
c o m p e n s a t i o n  was  d e p e n d e n t  o n  t h e  f i r m ' s  p e r f o r m a n c e  
a n d  i f  m a n a g e m e n t  w e r e  f r e e  t o  c h o o s e  a n y  f i n a n c i a l  
r e p o r t i n g  m e t h o d ,  t h e  o n e  w h i c h  w o u ld  be t h e  m o s t  p o s i t i v e l y  
b i a s e d  ( i . e . ,  t h e  m e t h o d  t h a t  w o u l d  m o s t  o v e r s t a t e  t h e
p e r f o r m a n c e  o f  t h e  f i r m )  a n d  t h e  m o s t  c o a r s e  ( i . e . ,  p r o v i d e  
t h e  l e a s t  i n f o r m a t i o n )  w o u ld  be  c h o s e n .  U s e r s ,  h o w e v e r ,  
w o u l d  p r e f e r  a  r e p o r t i n g  m e t h o d  t h a t  w o u ld  b e  a s  f i n e  
( i . e . ,  p r o v i d e  a n  o p t i m a l  am o u n t  o f  i n f o r m a t i o n )  a n d  
a s  u n b i a s e d  a s  p o s s i b l e .  T h i s  c o n f l i c t  h e l p s  t o  e x p l a i n  
m a n a g e m e n t ' s  n o r m a l  r e l u c t a n c e  t o  p r o v i d e  a d d i t i o n a l  
f i n a n c i a l  d i s c l o s u r e s .  H o w e v e r ,  " a  r o l e  o f  GAAP i s  t o  
l i m i t  t h e  s e t  o f  a c c e p t a b l e  r e p o r t i n g  f u n c t i o n s  f ro m  w h i c h  
t h e  m a n a g e r  may c h o o s e "  [Ng,  1 9 7 8 ,  p .  9 1 7 ] .  F o r  e x a m p l e ,  
GAAP s e t s  a  l o w e r  b o u n d  o n  t h e  am o u n t  o f  i n f o r m a t i o n  
d i s c l o s e d  i n  t h e  f i n a n c i a l  s t a t e m e n t s .  The a u d i t  p r o v i d e s  
a  m e a n s  o f  e n f o r c i n g  t h e  c o m p l i a n c e  w i t h  GAAP. Not  o n l y  
d o e s  t h e  a u d i t  f u n c t i o n  h e l p  t o  i n s u r e  a  minimum a m oun t  
o f  d i s c l o s u r e ,  b u t  i t  a l s o  p r o v i d e s  a  m e a n s  o f  l i m i t i n g  
t h e  p o s i t i v e  r e p o r t i n g  b i a s .
F i g u r e  2 i l l u s t r a t e s  g r a p h i c a l l y  t h e  v a r i o u s  a s s u r a n c e  
l e v e l s  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  a r e  p r e s e n t e d  i n  
a c c o r d a n c e  w i t h  GAAP. To e x t e n d  N g ' s  t h e o r e t i c a l  m odel  
t o  t h e  a r e a  o f  c o m p i l a t i o n s  a n d  r e v i e w s ,  a n  a u d i t  s h o u l d  
r e s u l t  i n  f i n a n c i a l  s t a t e m e n t s  t h a t  h a v e  l e s s  b i a s  a n d  
a r e  f i n e r  t h a n  e i t h e r  a  r e v i e w  o r  a  c o m p i l a t i o n .  I n  
a d d i t i o n ,  a  r e v i e w  s h o u l d  r e s u l t  i n  s t a t e m e n t s  w i t h  l e s s  
b i a s  a n d  t h a t  a r e  f i n e r  t h a n  a  c o m p i l a t i o n .
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An I n t e g r a t e d  A p p r o a c h  (E n g le w o o d  C l i f f s ,
New J e r s e y :  P r e n t i c e - H a l l ,  I n c . ,  1 9 8 0 ) ,  p .  7 4 3 .
Spe.cif.ic S tudies ...Relating t.C—Com p i 1 a t  i  on s.. a n.d. ..RsyJ. sw.s 
SSARS No. 1 was  i s s u e d  i n  D ecem ber  1 9 7 8 ,  a n d  i t  
becam e  e f f e c t i v e  o n  J u l y  1 ,  1 9 7 9 .  T h e r e f o r e ,  b e c a u s e  
t h e  s t a t e m e n t  h a s  b e e n  i n  e f f e c t  f o r  l e s s  t h a n  s e v e n  
y e a r s ,  t h e  am o u n t  o f  r e s e a r c h  r e l a t e d  t o  c o m p i l a t i o n s  
a n d  r e v i e w s  i s  l i m i t e d .  T h e s e  r e s e a r c h  s t u d i e s  a r e  
d i s c u s s e d  b e l o w .
A r n o l d  a n d  Diamond
P e r h a p s  t h e  m o s t  a m b i t i o u s  s t u d y ,  a t  l e a s t  a s  f a r  
a s  t h e  q u a n t i t y  o f  i n f o r m a t i o n  g a t h e r e d ,  was  p e r f o r m e d  
by A r n o l d  a n d  Diamond [ 1 9 8 1 ] .  T h i s  s t u d y  was  c o n d u c t e d  
f o r  t h e  AICPA a n d  w as  p u b l i s h e d  a s  A u d i t i n g  R e s e a r c h  
M onograph  No. 4 . "The  M a r k e t  f o r  C o m p i l a t i o n ,  R e v ie w ,
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a n d  A u d i t  S e r v i c e s . "  CPAs a n d  b a n k e r s  f r o m  e i g h t  c i t i e s  
f r o m  a c r o s s  t h e  U n i t e d  S t a t e s  w e r e  n o n r a n d o m l y  s e l e c t e d  
a s  s u b j e c t s .
The m a i n  p u r p o s e  o f  t h i s  AICPA s t u d y  was  t o  e x a m i n e  
t h e  i m p a c t  o f  SSARS N o .  1 . T h a t  i s ,  t h i s  s t u d y  a t t e m p t e d  
t o  i d e n t i f y  t h e  e f f e c t  o f  SSARS No. 1 on t h e  a c c o u n t i n g  
s e r v i c e s  p r o v i d e d  f o r  n o n p u b l i c  b u s i n e s s e s .  The r e s u l t s  
o f  t h e  s t u d y  show ed  t h a t  t h e  CPAs a n d  t h e  b a n k e r s  n o t e d  
a  s h i f t  f r o m  a u d i t e d  s e r v i c e s  t o  r e v i e w s  a n d  c o m p i l a t i o n s .  
H o w e v e r ,  t h e  b a n k e r s '  e s t i m a t e s  o f  t h e  m a g n i t u d e  o f  t h e  
s h i f t  w e r e  much h i g h e r  t h a n  t h e  C P A s ' . The b a n k e r s  
e s t i m a t e d  t h a t  20 p e r  c e n t  o f  t h e i r  c u s t o m e r s  h a d  gone  
f r o m  a n  a u d i t  t o  a  r e v i e w  o r  a  c o m p i l a t i o n ,  a n d  t h e y  
f u r t h e r  p r e d i c t e d  t h a t  14  p e r  c e n t  o f  t h e i r  c u r r e n t  a u d i t e d  
c u s t o m e r s  w o u l d  c h a n g e  t o  a  r e v i e w  o r  a  c o m p i l a t i o n  i n  
t h e  n e x t  y e a r .  On t h e  o t h e r  h a n d ,  t h e  CPAs s t a t e d  t h a t  
2 . 6  p e r  c e n t  o f  t h e i r  c l i e n t s  h a d  d o w n g r a d e d  t h e i r  s e r v i c e s  
t o  r e v i e w s  o r  c o m p i l a t i o n s  a n d  t h a t  a n  a d d i t i o n a l  2 . 4  
p e r  c e n t  o f  t h e i r  a u d i t  c l i e n t s  w o u l d  c h a n g e  t h e  f o l l o w i n g  
y e a r .  The a u t h o r s  s t a t e d  t h a t  t h e  d i s p a r i t y  b e t w e e n  
t h e  b a n k e r s  a n d  t h e  CPAs w as  t h e  r e s u l t  o f  t h e  r e s p o n s e s  
f r o m  a m i n o r i t y  o f  t h e  b a n k e r s .  I n  e x p l a i n i n g  t h i s  d i s ­
c r e p a n c y ,  t h e  r e s e a r c h e r s  n o t e d  t h a t  m o s t  o f  t h e  b a n k e r s  
a n d  n e a r l y  a l l  CPAs f e l t  t h a t  t h e r e  w o u l d  b e  o n l y  a  " s l i g h t  
am o u n t  o f  d o w n g r a d i n g "  i n  t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e  
[ A r n o l d  a n d  D iam o n d ,  1 9 8 1 ,  p .  7 4 ] ,  H o w ev er ,  s i n c e  s u c h
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a l a r g e  d i s c r e p a n c y  e x i s t e d  i n  t h e  r e s p o n s e s  o f  t h e  b a n k e r s  
a n d  CPAs,  p e r h a p s  t h e  b a n k e r s  w e r e  a c t u a l l y  p e r c e i v i n g  
t h e  t r e n d  t o  d o w n g ra d e  t h e  s e r v i c e s  d i f f e r e n t l y  t h a n  
CPAs. T h a t  i s ,  b a n k e r s  w e r e  p o s s i b l y  p e r c e i v i n g  t h a t  
a n  a u d i t  may n o t  be  a s  n e c e s s a r y  a s  CPAs p e r c e i v e  i t  
t o  b e .
An i n t e r e s t i n g  r e s u l t  f ro m  t h i s  s t u d y  i s  t h e  r a n k i n g  
o f  f a c t o r s  t h a t  b a n k  l o a n  o f f i c e r s  c o n s i d e r e d  i m p o r t a n t  
i n  r e c o m m e n d in g  t h e  minimum l e v e l  o f  a c c o u n t i n g  s e r v i c e  
t h a t  a  p r o s p e c t i v e  c u s t o m e r  s h o u l d  o b t a i n .  The b a n k e r s  
w e r e  a s k e d  t o  r a n k  13 f a c t o r s  a s  t o  t h e i r  r e l a t i v e  
i m p o r t a n c e  i n  a  l o a n  d e c i s i o n ,  The num ber  o f  b a n k e r s  
r e s p o n d i n g  t o t a l e d  1 3 3 .  The s i z e  o f  t h e  l o a n  w as  r a n k e d  
f i r s t  by t h e  b a n k e r s ,  w h i l e  t h e  c u r r e n t  c a p i t a l  s t r u c t u r e  
o f  t h e  l o a n  a p p l i c a n t  w a s  r a n k e d  s e c o n d .  The r e s u l t s  
o f  t h i s  q u e s t i o n  a r e  shown i n  T a b l e  2 o n  t h e  f o l l o w i n g  
p a g e .  A r n o l d  a n d  Diamond a l s o  b r o k e  t h e  r e s p o n s e s  o f  
t h e  b a n k e r s  i n t o  r e g i o n s — N o r t h e a s t ,  S o u t h e a s t ,  M id w e s t ,  
a n d  F a r  W e s t .  Loan  s i z e  w as  r a n k e d  f i r s t  i n  a l l  o f  t h e  
r e g i o n s .  H o w e v e r ,  some m i n o r  d i f f e r e n c e s  b e t w e e n  t h e  
r e g i o n s  e x i s t e d  i n  t h e  r a n k i n g  o f  some o f  t h e  o t h e r  
f a c t o r s .
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TABLE 2
SELECTION OF LEVEL OF SERVICES 
RANKING OF FACTORS FOR A 
PROSPECTIVE CUSTOMER
F a c t o r s  i n  C o n s i d e r i n g  
t h e  Type o f  S e r v i c e A g g r e q r a t e L a r a e S m a l l
Loan  s i z e 1 1 1
C u s t o m e r ' s  c u r r e n t  c a p i t a l  
s t r u c t u r e 2 2 2
R e p u t a t i o n  o f  t h e  c u s t o m e r 3 3 4
N a t u r e  o f  t h e  l o a n  ( e . g . ,  
l i n e  o f  c r e d i t ,  t e r m  l o a n ) 4 4 3
C u s t o m e r ' s  s i z e 5 5 6
R e l a t i v e  d e g r e e  o f  a s s u r ­
a n c e  p r o v i d e d  by t h e  
t y p e  o f  a c c o u n t i n g  s e r v i c e 6 8 5
N a t u r e  o f  t h e  c u s t o m e r ' s  
b u s i n e s s 7 6 7
R e p u t a t i o n  o f  t h e  c u r r e n t  
o u t s i d e  a c c o u n t a n t 8 7 9
P r o f  i t a b i l i t y 9 9 8
C u r r e n t  g e n e r a l  c r e d i t  
a n d  e c o n o m i c  s i t u a t i o n 10 10 11
C o m p e t i t i v e  e n v i r o n m e n t  f o r  
c r e d i t 11 11 10
R e l a t i v e  c o s t s  o f  t h e  s e r ­
v i c e s  t o  t h e  c u s t o m e r 12 13 12
C u s t o m e r ' s  w i l l i n g n e s s  t o  
c h a n g e  a c c o u n t a n t s 13 12 13
SOURCE: J e r r y  A r n o l d  a n d  M i c h a e l  A. D iam o n d ,  "The  M a r k e t
f o r  C o m p i l a t i o n ,  R e v i e w ,  a n d  A u d i t  S e r v i c e s , "  
A u d i t i n g  R e s e a r c h  M onograph  No.  4 (New Y o r k :  
A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
I n c . ,  1 9 7 9 ) ,  p p .  6 0 - 6 1 .
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B a i l e v ,  B v l i n s k i ,  a n d  S h i e l d s
B a i l e y ,  B y l i n s k i ,  a n d  S h i e l d s  [1 9 8 4 ]  p e r f o r m e d  a  
s t u d y  on  "The C o m p a r a t i v e  P e r c e i v e d  M e s s a g e s  o f  A u d i t ,
R ev iew  a n d  C o m p i l a t i o n  R e p o r t s . "  The  p u r p o s e  o f  t h i s  
s t u d y  w a s  t o  t e s t  B i g - 8  a u d i t o r s '  a n d  b a n k  l e n d i n g  o f f i c e r s '  
p e r c e p t i o n s  o f  t h e  c o m p i l a t i o n ,  r e v i e w ,  a n d  a u d i t  r e p o r t s .  
F o u r  h y p o t h e s e s  w e r e  t e s t e d  i n  t h i s  s t u d y .  The h y p o t h e s e s  
w e r e  a s  f o l l o w s :
H I :  A u d i t ,  r e v i e w ,  a n d  c o m p i l a t i o n  r e p o r t s  c o n v e y
d i f f e r e n t  m e s s a g e s .
H 2 : B i g - 8  a u d i t o r s '  p e r c e p t i o n s  o f  t h e  m e s s a g e s
o f  a u d i t ,  r e v i e w  a n d  c o m p i l a t i o n  r e p o r t s  
v a r y  a s  a  f u n c t i o n  o f  t h e  c o n t e x t  w i t h i n  
w h i c h  a  n o n p u b l i c  com pany  s e c u r e s  t h e  r e p o r t  
s e r v i c e  ( l o a n  a p p l i c a t i o n  v s .  e q u i t y  
i n v e s t m e n t ) .
H3: Bank l e n d i n g  o f f i c e r s '  p e r c e p t i o n s  o f  t h e
m e s s a g e s  o f  a u d i t ,  r e v i e w  a n d  c o m p i l a t i o n  
r e p o r t s  v a r y  a s  a  f u n c t i o n  o f  t h e  s i z e  o f  
t h e  a c c o u n t i n g  f i r m  t h a t  i s s u e d  t h e  r e p o r t  
( B i g - 8  v s .  l a r g e  l o c a l ) .
H4: Bank l e n d i n g  o f f i c e r s  a n d  B i g - 8  a u d i t o r s
p e r c e i v e  t h e  same m e s s a g e s  f r o m  a  s e t  o f  
a u d i t ,  r e v i e w  a n d  c o m p i l a t i o n  r e p o r t s .
[ B a i l e y ,  B y l i n s k i ,  a n d  S h i e l d s ,  p p .  3 - 5 ]
The s u b j e c t s  f o r  t h e  s t u d y  c o n s i s t e d  o f  60  a u d i t o r s  
f r o m  f i v e  B i g - 8  CPA f i r m s  i n  N o r t h  C a r o l i n a  a n d  56 b an k  
l e n d i n g  o f f i c e r s  f r o m  f i v e  b a n k s  i n  N o r t h  C a r o l i n a  a n d  
G e o r g i a .  The s u b j e c t s  w e r e  n o t  r a n d o m l y  s e l e c t e d .  The 
e x p e r i m e n t  m a i n l y  c o n s i s t e d  o f  two t a s k s .  I n  t h e  f i r s t  
t a s k ,  t h e  s u b j e c t s  w e r e  p r e s e n t e d  w i t h  12  t y p e s  o f  
a c c o u n t i n g  r e p o r t s  r a n g i n g  f ro m  a n  u n q u a l i f i e d  a u d i t  
o p i n i o n  t o  a  c o m p i l a t i o n  r e p o r t  i n  w h i c h  t h e r e  w as  a
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d e p a r t u r e  f r o m  GAAP. The s u b j e c t s  w e r e  a s k e d  t o  r a t e  
t h e  s i m i l a r i t y  o f  a p p r o x i m a t e l y  33 p a i r s  o f  t h e  r e p o r t s  
o n  a  s c a l e  f r o m  1 t o  1 5 .  F o r  e x a m p l e ,  t h e y  may h a v e  
b e e n  a s k e d  t o  c o m p a r e  a  c o m p i l a t i o n  r e p o r t  w i t h  a  q u a l i f i e d  
a u d i t  o p i n i o n  b e c a u s e  o f  a  d e p a r t u r e  f r o m  GAAP. I n  t h e  
s e c o n d  t a s k ,  t h e  s u b j e c t s  w e r e  a s k e d  t o  r a t e  e a c h  o f  
t h e  12  r e p o r t s  f o r  c e r t a i n  a t t r i b u t e s  s u c h  a s  t h e  u s e f u l n e s s  
o f  t h e  r e p o r t ,  t h e  l e v e l  o f  k n o w le d g e  a n d  i n t e g r i t y  w i t h  
w h i c h  t h e  a c c o u n t a n t  p r e p a r e d  t h e  r e p o r t ,  a n d  o t h e r  q u a l i ­
t a t i v e  c h a r a c t e r i s t i c s .
The r e s u l t s  o f  t h i s  e x p e r i m e n t  showed t h a t  t h e  a u d i t ,  
r e v i e w ,  a n d  c o m p i l a t i o n  r e p o r t s  w e r e  p e r c e i v e d  a s  c o n v e y i n g  
d i f f e r e n t  m e s s a g e s ,  w h ic h  s u p p o r t s  H i .  The n e x t  tw o  
h y p o t h e s e s ,  H2 a n d  H3, w e r e  r e j e c t e d .  T h a t  i s ,  t h e  B i g - 8  
a u d i t o r s 1 p e r c e p t i o n s  o f  t h e  m e s s a g e s  f ro m  t h e  t y p e s  
o f  r e p o r t s  d i d  n o t  v a r y  a s  a  f u n c t i o n  o f  t h e  r e p o r t  s e r v i c e ,  
a n d  t h e  b a n k  l e n d i n g  o f f i c e r s '  p e r c e p t i o n s  o f  t h e  m e s s a g e s  
f ro m  t h e  t y p e s  o f  r e p o r t s  w e r e  n o t  d e p e n d e n t  u p o n  w h e t h e r  
t h e  a u d i t o r  w as  a  B i g - 8  f i r m  o r  a  l a r g e  l o c a l  f i r m .
The r e s u l t s  w e r e  i n c o n c l u s i v e  c o n c e r n i n g  t h e  f o u r t h  
h y p o t h e s i s ,  w h ic h  w as  w h e t h e r  B i g - 8  a u d i t o r s  a n d  b an k  
l e n d i n g  o f f i c e r s  w e r e  p e r c e i v i n g  t h e  same m e s s a g e s  f ro m  
t h e  r e p o r t s .
Edm onds .  P o r t e r ,  a n d  W e i s s
Edm onds ,  P o r t e r ,  a n d  W e i s s  [1981]  a l s o  s u r v e y e d  
b a n k  l e n d i n g  o f f i c e r s  a n d  CPAs. The m a in  p u r p o s e  o f
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t h e i r  s t u d y  w as  t o  e x a m i n e  w h e t h e r  b a n k e r s  c o r r e c t l y  
i n t e r p r e t  m e s s a g e s  c o n t a i n e d  i n  t h e  c o m p i l a t i o n ,  r e v i e w ,  
d i s c l a i m e r  o f  o p i n i o n ,  a n d  a u d i t  r e p o r t s .  A t o t a l  o f  
500 q u e s t i o n n a i r e s  w e r e  s e n t  t o  t h e  two g r o u p s  ( i . e . ,
250 t o  CPAs a n d  250 t o  b a n k  l e n d i n g  o f f i c e r s )  t o  t e s t  
t h e i r  p e r c e p t i o n s  c o n c e r n i n g  t h e  r e p o r t s  o f  a  c o m p i l a t i o n ,  
a  r e v i e w ,  a  d i s c l a i m e r ,  a n d  a n  u n q u a l i f i e d  o p i n i o n .
The s u b j e c t s  w e r e  r a n d o m l y  s e l e c t e d  a n d  a p p r o x i m a t e l y  
48 p e r  c e n t  o f  t h e  b a n k e r s  a n d  41 p e r  c e n t  o f  t h e  CPAs 
r e p l i e d .  The s u b j e c t s  w e r e  g i v e n  a n  e x a m p l e  o f  e a c h  
o f  t h e  f o u r  t y p e s  o f  r e p o r t s  a n d  t h e n  w e r e  a s k e d  t o  r e s p o n d  
on a  s e v e n - p o i n t  s c a l e  t o  a  s e r i e s  o f  q u e s t i o n s  c o n c e r n i n g  
t h e i r  p e r c e p t i o n s  o f  t h e  m e s s a g e s  f ro m  t h e  r e p o r t s .
The q u e s t i o n s  d e a l t  w i t h  s u c h  i t e m s  a s  t h e  p r o c e d u r e s  
t h a t  t h e  a c c o u n t a n t  p e r f o r m e d ,  t h e  c o n f i d e n c e  i n  t h e  
f a i r n e s s  o f  t h e  s t a t e m e n t s  t h a t  t h e  a c c o u n t a n t  i s  e x p r e s s i n g  
t h r o u g h  h i s  r e p o r t ,  t h e  am o u n t  o f  m a n ag em e n t  b i a s ,  a n d  
t h e  q u a l i t y  o f  t h e  com pany  a s  a l o a n  p r o s p e c t .
A l t h o u g h  s t a t i s t i c a l  a n a l y s i s  w as  n o t  p e r f o r m e d ,  
t h e  r e s e a r c h e r s  c o n c l u d e d  t h a t  t h e  CPAs a n d  t h e  b a n k e r s  
h a d  s i m i l a r  p e r c e p t i o n s  r e g a r d i n g  t h e  m e s s a g e s  c o n t a i n e d  
i n  e a c h  o f  t h e  f o u r  t y p e s  o f  r e p o r t s .  T h a t  i s ,  b o t h  
g r o u p s  c o n s i d e r e d  f i n a n c i a l  s t a t e m e n t s  t h a t  a r e  a c c o m p a n i e d  
b y  a n  u n q u a l i f i e d  o p i n i o n  t o  be m o re  r e l i a b l e ,  t o  c o n t a i n  
l e s s  m an ag em en t  b i a s ,  a n d  t o  i n c r e a s e  t h e  q u a l i t y  o f  
t h e  company a s  a  l o a n  p r o s p e c t ,  t h a n  when t h e  s t a t e m e n t s
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a r e  a c c o m p a n i e d  by e i t h e r  a  r e v i e w ,  a  c o m p i l a t i o n ,  o r  
a d i s c l a i m e r .  A r e v i e w  a l s o  r a t e d  h i g h e r  on  t h e  q u a l i t a t i v e  
a t t r i b u t e s  t h a n  a  d i s c l a i m e r  o r  a  c o m p i l a t i o n .
W h i l e  a g r e e m e n t  e x i s t e d  b e t w e e n  t h e  b a n k e r s  a n d  
CPAs c o n c e r n i n g  t h e  h i e r a r c h i c a l  o r d e r  o f  t h e  r e p o r t s ,  
d i s a g r e e m e n t  e x i s t e d  among t h e i r  r e s p o n s e s  t o  t h e  q u e s t i o n s .  
F o r  e x a m p l e ,  t h e  b a n k e r s  f e l t  m ore  s t r o n g l y  t h a n  t h e  
CPAs t h a t  t h e  q u a l i t y  o f  t h e  company a s  a  l o a n  p r o s p e c t  
was  d i r e c t l y  a f f e c t e d  by t h e  t y p e  o f  r e p o r t .  D i s a g r e e m e n t  
on t h i s  q u e s t i o n ,  a s  w e l l  a s  some o f  t h e  o t h e r  q u e s t i o n s ,  
l e d  t h e  r e s e a r c h e r s  t o  s t a t e  t h a t  t h e  b a n k  l e n d i n g  o f f i c e r s  
c o n s i d e r e d  t h e  t y p e  o f  a c c o u n t i n g  r e p o r t  t o  be a  m o re  
i m p o r t a n t  v a r i a b l e  t h a n  t h e  CPAs p e r c e i v e d  t h e  r e p o r t  
t o  be i n  a  b a n k  l e n d i n g  d e c i s i o n .
H i c k s
H i c k s  [1982]  a t t e m p t e d  t o  e x a m i n e  t h e  e f f e c t  o f  
s e v e r a l  d i f f e r e n t  t y p e s  o f  a c c o u n t i n g  r e p o r t s  o n  t h e  
p e r c e p t i o n s  a n d  d e c i s i o n s  o f  c o m m e r c i a l  b a n k  l e n d i n g  
o f f i c e r s .  The s u b j e c t s  w e r e  348 b a n k e r s  f r o m  78 b a n k s .
E ach  s u b j e c t  r e c e i v e d  a  s e t  o f  f i n a n c i a l  s t a t e m e n t s  f o r  
a  h y p o t h e t i c a l  com p an y .  One o f  s i x  t y p e s  o f  r e p o r t s —  
d i s c l a i m e r  o f  o p i n i o n ,  a d v e r s e  o p i n i o n ,  " e x c e p t  f o r "  
q u a l i f i e d  o p i n i o n ,  " s u b j e c t  t o "  q u a l i f i e d  o p i n i o n ,  r e v i e w  
r e p o r t ,  o r  u n q u a l i f i e d  o p i n i o n — a c c o m p a n i e d  t h e  f i n a n c i a l  
s t a t e m e n t s .  A c o n t r o l  g r o u p ,  w h i c h  d i d  n o t  r e c e i v e  a n y  
t y p e  o f  a c c o u n t a n t ' s  r e p o r t ,  was  a l s o  u s e d  i n  t h e  s t u d y .
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The r e s p o n d e n t s  w e r e  a s k e d  t o  s t a t e  t h e i r  (1 )  p e r c e p t i o n s  
on  t h e  r i s k  o f  d e f a u l t  a n d  t h e  r e l i a b i l i t y  o f  t h e  f i n a n c i a l  
s t a t e m e n t s  a n d  (2 )  r e c o m m e n d a t i o n s  o n  t h e  am o u n t  t o  l o a n  
t h e  company a n d  t h e  i n t e r e s t  r a t e  t o  be c h a r g e d .
The r e s u l t s  o f  t h e  s t u d y  show ed  t h a t  t h e  t y p e  o f  
a c c o u n t i n g  r e p o r t  d i d  n o t  a f f e c t  t h e  l e n d i n g  d e c i s i o n s .  
H o w e v e r ,  t h e  b a n k e r ' s  p e r c e p t i o n s  c o n c e r n i n g  t h e  r e l i a b i l i t y  
o f  t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  a f f e c t e d  by t h e  t y p e  
o f  r e p o r t .  S p e c i f i c a l l y ,  b a n k e r s  p e r c e i v e d  t h e  f i n a n c i a l  
s t a t e m e n t s  t o  be m o re  r e l i a b l e  when  a c c o m p a n i e d  by an  
u n q u a l i f i e d  o r  a  q u a l i f i e d  o p i n i o n  t h a n  when t h e  s t a t e m e n t s  
w e r e  a c c o m p a n i e d  by  a  r e v i e w  r e p o r t .  H i c k s  d i d  n o t  i n c l u d e  
a  c o m p i l a t i o n  r e p o r t  i n  h e r  s t u d y .
J o h n s o n .  P a n v .  a n d  W h i t e
The  p u r p o s e  o f  t h e  J o h n s o n ,  P a n y ,  a n d  W h i t e  [1983]  
s t u d y  w as  t o  t e s t  w h e t h e r  t h e  t y p e  o f  a c c o u n t a n t ' s  r e p o r t ,  
o r  l a c k  o f  a  r e p o r t ,  s i g n i f i c a n t l y  i n f l u e n c e s  t h e  p e r c e p ­
t i o n s  a n d  t h e  d e c i s i o n s  o f  b a n k e r s  o n  l o a n  a p p l i c a t i o n s .
S i x  h u n d r e d  l o a n  o f f i c e r s  w e r e  r a n d o m l y  s e l e c t e d ,  a n d  
e a c h  o n e  w as  p r e s e n t e d  w i t h  a s e t  o f  f i n a n c i a l  s t a t e m e n t s  
a n d  b a c k g r o u n d  i n f o r m a t i o n  f o r  a  f i c t i t i o u s  company s e e k i n g  
t o  b o r r o w  $ 6 6 0 , 0 0 0 .  The company w as  a  c l o s e l y - h e l d  m e n ' s  
c l o t h i n g  s t o r e .  The b a n k e r s  a l s o  r e c e i v e d  o n e  o f  f o u r  
t y p e s  o f  CPA a s s o c i a t i o n — a c o m p i l a t i o n ,  a  r e v i e w ,  a n  
a u d i t ,  o r  no a s s o c i a t i o n .  T h e s e  f o u r  l e v e l s  o f  a c c o u n t a n t  
a s s o c i a t i o n  r e p r e s e n t e d  t h e  f o u r  l e v e l s  o f  t h e  i n d e p e n d e n t
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v a r i a b l e .  The r e s e a r c h e r s  u s e d  f i v e  d e p e n d e n t  v a r i a b l e s ,  
w h i c h  w e r e  g r o u p e d  i n t o  tw o  c a t e g o r i e s — a c t i o n  v a r i a b l e s  
a n d  p e r c e p t i o n  v a r i a b l e s .  The a c t i o n  v a r i a b l e s  w e r e
(1) w h e t h e r  o r  n o t  t h e  s u b j e c t  w o u l d  g r a n t  t h e  l o a n  a n d
(2 )  t h e  i n t e r e s t - r a t e  p rem ium  t h a t  t h e  l o a n  o f f i c e r  w o u l d  
recom m end .  The p e r c e p t i o n  v a r i a b l e s  w e r e  (1) c o n f o r m a n c e  
w i t h  GAAP, (2)  f r e e d o m  f ro m  t h e  e f f e c t s  o f  f r a u d ,  a n d
(3) f r e e d o m  f ro m  t h e  e f f e c t s  o f  c l e r i c a l  e r r o r s .  R e s p o n s e s  
f o r  t h e s e  p e r c e p t i o n  v a r i a b l e s  w e r e  b a s e d  o n  a n  e l e v e n - p o i n t  
s c a l e  r a n g i n g  f r o m  "no c o n f i d e n c e "  t o  " e x t r e m e  c o n f i d e n c e . "  
The t o t a l  r e s p o n s e  r a t e  w as  1 6 . 3  p e r  c e n t .
The f i n d i n g s  o f  t h e  s t u d y  show ed  t h a t  t h e  l e v e l  
o f  CPA a s s o c i a t i o n  d i d  n o t  a f f e c t  t h e  a c t i o n  v a r i a b l e s ,  
b u t  d i d  a f f e c t  t h e  p e r c e p t i o n  v a r i a b l e s .  T h a t  i s ,  t h e  
l o a n  g r a n t i n g  d e c i s i o n s  w e r e  n o t  a f f e c t e d  by t h e  t y p e  
o f  a c c o u n t a n t ' s  r e p o r t .  The a u t h o r s  s p e c u l a t e d  t h a t  
t h i s  r e s u l t  may h a v e  b e e n  d u e  t o  t h e  s m a l l  s a m p l e  s i z e  
o r  some unkown f e a t u r e  i n  t h e  l o a n  s c e n a r i o  t h a t  may 
h a v e  o v e r r i d d e n  t h e  e f f e c t  o f  t h e  a c c o u n t a n t ' s  r e p o r t .
The d i f f e r e n c e  i n  t h e  p e r c e p t i o n  v a r i a b l e s  o c c u r r e d  m a i n l y  
b e t w e e n  t h e  a u d i t  a n d  t h e  o t h e r  t h r e e  f o r m s  o f  CPA 
a s s o c i a t i o n .  A s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r e n c e  
w a s  n o t e d  o n  a l l  o f  t h e  p e r c e p t i o n  v a r i a b l e s  ( i . e . ,  i n  
a c c o r d a n c e  w i t h  GAAP, f r e e  o f  c l e r i c a l  e r r o r s ,  a n d  f r e e  
o f  f r a u d )  b e t w e e n  a n  a u d i t  a n d  t h e  o t h e r  t h r e e  l e v e l s  
o f  a s s o c i a t i o n .  H o w e v e r ,  a  s t a t i s t i c a l l y  s i g n i f i c a n t
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d i f f e r e n c e  w as  n o t  n o t e d  b e t w e e n  a  c o m p i l a t i o n  a n d  a 
r e v i e w  on a n y  o f  t h e  p e r c e p t i o n  v a r i a b l e s .  The p e r c e p t i o n s  
o f  t h e  b a n k e r s  p e r t a i n i n g  t o  no CPA a s s o c i a t i o n  d i f f e r e d  
f r o m  a  c o m p i l a t i o n  a n d  a  r e v i e w  o n l y  f o r  t h e  p e r c e p t i o n  
v a r i a b l e  d e a l i n g  w i t h  w h e t h e r  t h e  t h e  f i n a n c i a l  s t a t e m e n t s  
w e r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  GAAP.
M a v p e r ,  W e l k e r ,  a n d  W i g g i n s
M a y p e r , W e l k e r , a n d  W i g g i n s  [1984]  c o n d u c t e d  a  s t u d y  
i n v e s t i g a t i n g  t h e  p e r c e p t i o n s  o f  CPAs a n d  b a n k e r s  o n  
t h e  c o m p i l a t i o n  a n d  r e v i e w  r e p o r t s .  T h e s e  r e s e a r c h e r s  
a l s o  i n c l u d e d  a  t h i r d  l e v e l  o f  CPA a s s u r a n c e  i n  t h e i r  
s t u d y  w h ic h  t h e y  c a l l e d  c o m p i l a t i o n  p l u s  r e v i e w .  SSARS 
No.  1 s t a t e s  t h a t  "when t h e  a c c o u n t a n t  p e r f o r m s  m o re  
t h a n  o n e  s e r v i c e  ( f o r  e x a m p l e ,  a  c o m p i l a t i o n  a n d  a n  a u d i t )  
he  s h o u l d  i s s u e  t h e  r e p o r t  t h a t  i s  a p p r o p r i a t e  f o r  t h e  
h i g h e s t  l e v e l  o f  s e r v i c e  r e n d e r e d "  [ARSC, 1 9 7 8 ,  p a r .  5 ] .
The a u t h o r s  f e l t  t h a t  p e r h a p s  CPAs p r o v i d e  a  h i g h e r  l e v e l  
o f  a s s u r a n c e  w hen  t h e y  b o t h  c o m p i l e  a n d  r e v i e w  t h e  f i n a n c i a l  
s t a t e m e n t s  t h a n  w hen  t h e y  j u s t  p e r f o r m  a  r e v i e w .
To e v a l u a t e  CPAs' a n d  b a n k e r s '  p e r c e p t i o n s  o n  t h e  
c o m p i l a t i o n  a n d  r e v i e w  r e p o r t s ,  t e l e p h o n e  i n t e r v i e w s  
w e r e  c o n d u c t e d  by s e v e r a l  g r a d u a t e  a c c o u n t i n g  s t u d e n t s .
The s t u d e n t s  t e l e p h o n e d  111 CPAs a n d  47 b a n k e r s ,  a l l  
o f  w h i c h  r e s i d e d  i n  t h e  s t a t e  o f  T e x a s .  From t h e s e  i n t e r ­
v i e w s ,  t h e  r e s e a r c h e r s  w e r e  a b l e  t o  u s e  60 o f  t h e  CPAs' 
r e s p o n s e s  a n d  36 o f  t h e  b a n k e r s '  r e s p o n s e s .  D u r i n g  t h e
t e l e p h o n e  c o n v e r s a t i o n s ,  t h e  s u b j e c t s  w e r e  g i v e n  a  b r i e f  
s c e n a r i o  a b o u t  a  c l o s e l y - h e l d  c o r p o r a t i o n  w i t h  s a l e s  
o f  $ 1 , 0 0 0 , 0 0 0  t h a t  w as  s e e k i n g  a  w o r k i n g  c a p i t a l  l o a n  
o f  $ 1 0 0 , 0 0 0 .  The s u b j e c t s  w e r e  a l s o  t o l d  t h a t  t h e  company 
h a d  g o o d  i n t e r n a l  a c c o u n t i n g  c o n t r o l .  The s u b j e c t s  w e r e  
t h e n  a s k e d  some b r i e f  q u e s t i o n s  a b o u t  t h e  a s s u r a n c e  l e v e l s  
c o n t a i n e d  i n  t h e  a c c o u n t a n t ' s  r e p o r t .  I n  a d d i t i o n ,  t h e  
CPAs w e r e  a l s o  a s k e d  a b o u t  t h e  c o s t  o f  t h e  e n g a g e m e n t  
r e l a t i v e  t o  a n  a u d i t  a n d  a b o u t  t h e i r  o p i n i o n  o f  t h e  b a n k e r 1s 
p e r c e p t i o n s  o f  t h e  a s s u r a n c e  l e v e l .
The r e s u l t s  o f  t h e  e x p e r i m e n t  showed t h a t  t h e  t y p e  
o f  a c c o u n t i n g  s e r v i c e — c o m p i l a t i o n ,  r e v i e w ,  a n d  c o m p i l a t i o n  
p l u s  r e v i e w — d o e s  s i g n i f i c a n t l y  a f f e c t  b o t h  t h e  C P A 's  
a n d  t h e  b a n k e r ' s  p e r c e p t i o n s  c o n c e r n i n g  t h e  l e v e l  o f  
a s s u r a n c e  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  do n o t  c o n t a i n  
a n y  m a t e r i a l  d e p a r t u r e s  f ro m  GAAP. S p e c i f i c a l l y ,  a  r e v i e w  
p r o v i d e s  65 p e r  c e n t  o f  t h e  a s s u r a n c e  l e v e l  o f  a n  a u d i t ,  
a c o m p i l a t i o n  p r o v i d e s  43 p e r  c e n t  o f  t h e  a s s u r a n c e  l e v e l  
o f  a n  a u d i t ,  a n d  a  c o m p i l a t i o n  p l u s  a  r e v i e w  p r o v i d e s  
80 p e r  c e n t  o f  t h e  a s s u r a n c e  l e v e l  o f  a n  a u d i t .  The 
r e s u l t s  a l s o  show ed  t h a t  a  r e v i e w  c o s t s  a b o u t  44 p e r  
c e n t  a s  much a s  a n  a u d i t ,  a  c o m p i l a t i o n  c o s t s  24 p e r  
c e n t  a s  much a s  a n  a u d i t ,  a n d  a  c o m p i l a t i o n  p l u s  a  r e v i e w  
c o s t s  62 p e r  c e n t  o f  a n  a u d i t .  F i n a l l y ,  t h e  r e s u l t s  
i n d i c a t e d  t h a t  CPAs b e l i e v e d  t h a t  b a n k e r s  p l a c e  a  g r e a t e r
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am o u n t  o f  a s s u r a n c e  o n  t h e  c o m p i l a t i o n  r e p o r t  t h a n  i s  
a p p r o p r i a t e .
R a n k i n
R a n k i n  [1 9 8 2 ]  p e r f o r m e d  a  s t u d y  t o  t e s t  t h e  e f f e c ­
t i v e n e s s  o f  t h e  c o m m u n i c a t i o n  p r o c e s s  b e t w e e n  CPAs a n d  
b a n k e r s .  T h i s  c o m m u n i c a t i o n  p r o c e s s  w as  i n v e s t i g a t e d  
by r a n d o m l y  s e l e c t i n g  200 CPAs, 130  c o m m e r c i a l  b a n k  l o a n  
o f f i c e r s ,  a n d  70 c h i e f  e x e c u t i v e  o f f i c e r s  f ro m  s m a l l  
b a n k s .  A l l  o f  t h e s e  s u b j e c t s  r e s i d e d  i n  t h e  s t a t e  o f  
M i c h i g a n .  A s u r v e y  i n s t r u m e n t  w as  s e n t  t o  e a c h  s u b j e c t  
q u e s t i o n i n g  them o n  t h e i r  p e r c e p t i o n s  o f  t h e  r e l i a b i l i t y  
o f  f i n a n c i a l  s t a t e m e n t s  when a c c o m p a n i e d  by a  c o m p i l a t i o n ,  
a  r e v i e w ,  a n  a u d i t ,  a n d  no CPA r e p o r t .  F o l l o w i n g  e a c h  
o f  t h e s e  f o u r  f o r m s  o f  CPA a s s o c i a t i o n ,  t h e  s u b j e c t s  
w e r e  a s k e d  t o  a n s w e r  s i x  q u e s t i o n s  a b o u t  t h e  r e l i a b i l t i y  
o f  t h e  f i n a n c i a l  s t a t e m e n t s .  T h e r e f o r e ,  a  r e p e a t e d  m e a s u r e s  
d e s i g n  was  u s e d .  R a n k i n  u s e d  a s e v e n - p o i n t  s c a l e  f o r  
t h e  r e s p o n s e s  i n  w h i c h  t h e  a n s w e r s  r a n g e d  f r o m  "no 
c o n f i d e n c e "  t o  " c o m p l e t e  c o n f i d e n c e . "  T h e s e  q u e s t i o n s  
d e a l t  w i t h  c o n f o r m i t y  t o  GAAP, t h e  i n d e p e n d e n c e  o f  t h e  
CPA, a n d  f r e e d o m  f r o m  e r r o r s ,  b i a s ,  a n d  f r a u d .  The r e s p o n s e  
r a t e  w as  60 p e r  c e n t  f o r  t h e  CPAs, 78 p e r  c e n t  f o r  t h e  
c o m m e r c i a l  b a n k  l e n d i n g  o f f i c e r s ,  a n d  41 p e r  c e n t  f o r  
t h e  c h i e f  e x e c u t i v e  o f f i c e r s .  The c o m m e r c i a l  b a n k  l o a n  
o f f i c e r s  w e r e  s e l e c t e d  f ro m  t h e  70 l a r g e s t  M i c h i g a n  b a n k s .
A p o s t c a r d  r e m i n d e r  w a s  s e n t  t o  t h i s  g r o u p  o n e  week a f t e r
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t h e  q u e s t i o n n a i r e  w as  m a i l e d .  A s e c o n d  q u e s t i o n n a i r e  
w as  s e n t  t o  t h e  n o n r e s p o n d e n t s  t h r e e  w e ek s  a f t e r  t h e  
i n i t i a l  q u e s t i o n n a i r e  w as  s e n t .  A p p r o x i m a t e l y  f i v e  w e e k s  
a f t e r  t h e  s e c o n d  m a i l i n g ,  a  t h i r d  q u e s t i o n n a i r e  w as  s e n t  
w i t h  a  c o v e r  l e t t e r  f r o m  t h e  m a j o r  p r o f e s s o r  o f  h i s  d i s ­
s e r t a t i o n  c o m m i t t e e .
The  r e s u l t s  o f  t h e  s u r v e y  show ed  t h a t  M i c h i g a n  CPAs' 
a n d  b a n k e r s '  v i e w s  a b o u t  t h e  r e l i a b i l i t y  o f  t h e  f i n a n c i a l  
s t a t e m e n t s  d i f f e r e d .  F o r  e a c h  t y p e  o f  r e p o r t ,  t h e  CPAs 
g a v e  a  h i g h e r  l e v e l  o f  a s s u r a n c e  t o  t h e  r e l i a b i l i t y  o f  
t h e  f i n a n c i a l  s t a t e m e n t s  t h a n  t h e  b a n k e r s .  The r e s u l t s  
a l s o  showed t h a t  M i c h i g a n  b a n k e r s  a n d  CPAs p e r c e i v e  d i f ­
f e r e n c e s  i n  t h e  l e v e l s  o f  t h e  C P A 's  a s s o c i a t i o n .  The 
s u b j e c t s '  r e s p o n s e s  show ed  t h a t  f i n a n c i a l  s t a t e m e n t s  
a c c o m p a n i e d  by a n  a u d i t  w e r e  m o re  r e l i a b l e  t h a n  s t a t e m e n t s  
a c c o m p a n i e d  by a n y  o t h e r  t y p e  o f  r e p o r t .  I n  a d d i t i o n ,  
t h e y  f e l t  t h a t  s t a t e m e n t s  a c c o m p a n i e d  by a  r e v i e w  r e p o r t  
w e r e  m o re  r e l i a b l e  t h a n  s t a t e m e n t s  c o v e r e d  by a  c o m p i l a t i o n .
Reed  [1981]  p e r f o r m e d  a  s t u d y  w h ic h  e x a m i n e d  t h e  
p r o c e d u r e s  p e r f o r m e d  by  a c c o u n t a n t s  i n  c o m p i l a t i o n  a n d  
r e v i e w  s e r v i c e s  a n d  t h e  p e r c e p t i o n s  t h a t  b a n k e r s  h a v e  
o f  t h o s e  p r o c e d u r e s .  Q u e s t i o n n a i r e s  w e r e  s e n t  r a n d o m l y  
t o  CPA f i r m s  a n d  b a n k  c o m m e r c i a l  l o a n  o f f i c e r s .  The 
a c c o u n t a n t s  r e t u r n e d  131 o f  t h e  q u e s t i o n n a i r e s ,  a n d  t h e  
b a n k e r s  r e t u r n e d  1 9 1 .
The r e s u l t s  o f  t h e  s t u d y  show ed  t h a t  b a n k e r s '  a n d  
a c c o u n t a n t s '  v i e w s  o f  t h e  p r o c e d u r e s  p e r f o r m e d  f o r  c o m p i ­
l a t i o n  a n d  r e v i e w  s e r v i c e s  w e r e  d i f f e r e n t .  The a c c o u n t a n t s  
h a d  a  w i d e  d i v e r s i t y  i n  t h e  p r o c e d u r e s  t h a t  t h e y  p e r f o r m e d  
f o r  c o m p i l a t i o n s  a n d  r e v i e w s ,  b u t  t h e y  t e n d e d  t o  a v o i d  
u s i n g  a u d i t  t y p e  p r o c e d u r e s  f o r  b o t h  l e v e l s  o f  s e r v i c e .
The b a n k e r s ,  a l s o ,  p e r c e i v e d  a  w id e  d i v e r s i t y  i n  t h e  
p r o c e d u r e s  b e i n g  p e r f o r m e d  by t h e  a c c o u n t a n t s .  G e n e r a l l y ,  
b a n k e r s  t e n d e d  t o  p e r c e i v e  t h a t  f e w e r  p r o c e d u r e s  w e r e  
b e i n g  p e r f o r m e d  t h a n  t h e  a c c o u n t a n t s  a c t u a l l y  u s e d  i n  
p e r f o r m i n g  t h e  s e r v i c e .  F o r  e x a m p l e ,  b a n k e r s  d i d  n o t  
p e r c e i v e  t h e  e x t e n d e d  u s e  o f  i n q u i r y  p r o c e d u r e s  by t h e  
a c c o u n t a n t  i n  a  r e v i e w  e n g a g e m e n t .  H o w e v e r ,  a t  t h e  o t h e r  
e x t r e m e ,  some b a n k e r s  f e l t  t h a t  a u d i t  t y p e  p r o c e d u r e s  
w e r e  b e i n g  p e r f o r m e d  f o r  b o t h  t h e  c o m p i l a t i o n  a n d  t h e  
r e v i e w .  The r e s e a r c h e r  c o n c l u d e d  t h a t  b a n k e r s  d i d  n o t  
f u l l y  u n d e r s t a n d  t h e  p r o c e d u r e s  p e r f o r m e d  by  t h e  a c c o u n t a n t  
i n  a  r e v i e w  e n g a g e m e n t .
S ± r u p e c k  a n d  F i c l e w i c z
S t r u p e c k  a n d  F i g l e w i c z  [1 9 8 4 ]  p e r f o r m e d  a  s t u d y  
t o  d e t e r m i n e  when a  c o m p i l a t i o n  o r  r e v i e w  m i g h t  b e  a c c e p t e d  
by  a  b a n k  i n  l i e u  o f  a n  a u d i t .  The f a c t o r s  t h a t  t h e  
r e s e a r c h e r s  i n v e s t i g a t e d  w e r e  s i z e  o f  l o a n ,  s i z e  o f  
b o r r o w e r ,  s i z e  o f  t h e  b a n k ,  a n d  c u s t o m e r  c o m p o s i t i o n  
o f  t h e  b a n k .  A o n e - p a g e  q u e s t i o n n a i r e  w a s  s e n t  t o  147  
c h i e f  l o a n  o f f i c e r s  r e s i d i n g  i n  S o u t h w e s t  M i c h i g a n  a n d
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N o r t h w e s t  I n d i a n a .  The q u e s t i o n n a i r e  c o n t a i n e d  a n  e x a m p l e  
o f  a  c o m p i l a t i o n  r e p o r t  a n d  a r e v i e w  r e p o r t  a n d  a s k e d  
t h e  s u b j e c t s  t o  d i s c l o s e  t h e i r  b a n k ' s  p o l i c i e s  on c o m p i ­
l a t i o n s  a n d  r e v i e w s  b a s e d  o n  t h e  s i z e  o f  t h e  b o r r o w e r  
a n d  t h e  s i z e  o f  t h e  l o a n .  The s u b j e c t s  w e r e  a l s o  a s k e d  
t o  s u p p l y  a d d i t i o n a l  i n f o r m a t i o n  a b o u t  t h e  s i z e  o f  t h e  
b a n k  a n d  t h e  c o m p o s i t i o n  o f  t h e  b a n k ' s  c u s t o m e r s  ( i . e . ,  
c o m m e r c i a l  v s .  n o n c o m m e r c i a l ) . F i f t y  b a n k e r s  r e s p o n d e d ,  
w h i c h  r e p r e s e n t e d  a  34 p e r  c e n t  r e s p o n s e  r a t e .  Of t h e  
f i f t y  b a n k e r s  t h a t  r e s p o n d e d ,  17 l o a n  o f f i c e r s  i n d i c a t e d  
t h a t  t h e i r  b a n k s  d i d  n o t  h a v e  a  p o l i c y  a s  t o  when c o m p i ­
l a t i o n s  a n d  r e v i e w s  w o u l d  be  a c c e p t a b l e .
The r e s u l t s  f ro m  t h i s  s u r v e y  i n d i c a t e d  t h a t  b o t h  
t h e  s i z e  o f  t h e  b o r r o w e r  a n d  t h e  s i z e  o f  t h e  l o a n  w e r e  
i m p o r t a n t  v a r i a b l e s  i n  d e t e r m i n i n g  t h e  t y p e  o f  s e r v i c e  
r e q u i r e d  f o r  a p o t e n t i a l  b o r r o w e r .  F o r  t h e  b a n k s  w h i c h  
h a d  a  p o l i c y  on c o m p i l a t i o n s  a n d  r e v i e w s ,  m o re  t h a n  75 
p e r  c e n t  w e r e  w i l l i n g  t o  a c c e p t  a  c o m p i l a t i o n  o r  a  r e v i e w  
f o r  s m a l l  b u s i n e s s  c u s t o m e r s  ( a s s e t s  o f  $ 1 0 0 , 0 0 0  o r  l e s s ) .  
F o r  a  medium s i z e  b u s i n e s s  ( a s s e t s  b e t w e e n  $ 1 0 0 , 0 0 0  a n d  
$ 5 0 0 , 0 0 0 ) ,  73  p e r  c e n t  o f  t h e s e  b a n k s  w o u l d  a c c e p t  a  
r e v i e w  a n d  33 p e r  c e n t  w o u l d  a c c e p t  a  c o m p i l a t i o n .  F o r  
a  l a r g e  c u s t o m e r  ( a s s e t s  o v e r  $ 5 0 0 , 0 0 0 ) ,  l e s s  t h a n  25 
p e r  c e n t  o f  t h e  b a n k s  h a v i n g  a  p o l i c y  w i l l  a c c e p t  r e v i e w s  
a n d  l e s s  t h a n  3 p e r  c e n t  w i l l  a c c e p t  c o m p i l a t i o n s .  H o w e v e r ,  
n e a r l y  a l l  o f  t h e s e  b a n k e r s  s t a t e d  t h a t  t h e  l o a n  s i z e
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w as  a  m o re  i m p o r t a n t  v a r i a b l e  t h a n  t h e  s i z e  o f  t h e  b u s i n e s s .  
The r e s p o n d e n t s  a l s o  n o t e d  t h a t  o t h e r  f a c t o r s  w e r e  c o n s i d e r e d  
i m p o r t a n t  i n  m a k i n g  a  l o a n  d e c i s i o n .  T h e s e  f a c t o r s  w e r e :
" (1) q u a l i t y  o f  m a n a g e m e n t r (2)  t y p e  o f  b u s i n e s s .  (3) 
t y p e  o f  s e c u r i t y ,  (4 )  b a n k ' s  o p i n i o n  o f  a n d  e x p e r i e n c e  
w i t h  t h e  b o r r o w e r ,  a n d  (5) t h e  CPA f i r m  c o n d u c t i n g  t h e  
s e r v i c e s "  [ S t r u p e c k  a n d  F i g l e w i c z , 1 9 8 4 ,  p p .  5 ] .
Some o f  t h e  l i m i t a t i o n s  o f  t h e  p r e v i o u s  r e s e a r c h  
s t u d i e s  a r e  shown i n  T a b l e  3 ,  w h ic h  a p p e a r s  o n  t h e  f o l l o w i n g  
p a g e .  The t a b l e  i s  d e s i g n e d  s o  t h a t  a  " n o "  r e p r e s e n t s  
a  w e a k n e s s  i n  t h e  r e s e a r c h  s t u d y .
One w e a k n e s s  i n  t h e  p r i o r  r e s e a r c h  s t u d i e s  w as  t h a t  
a r e a l i s t i c  s e t t i n g  w a s  n o t  c r e a t e d  f o r  t h e  s u b j e c t s .
R e s e a r c h  s t u d i e s  on c o m p i l a t i o n s  a n d  r e v i e w s  h a v e  g e n e r a l l y  
f o c u s e d  o n  t h e  p e r c e p t i o n s ,  r a t h e r  t h a n  o n  t h e  d e c i s i o n s ,  
o f  t h e  u s e r .  I n  t h e s e  r e s e a r c h  s t u d i e s  on u s e r s '  p e r c e p ­
t i o n s ,  t h e  s u b j e c t s  w e r e  p r e s e n t e d  w i t h  a  s e r i e s  o f  s h o r t  
q u e s t i o n s  t h a t  w e r e  d e s i g n e d  t o  g a t h e r  i n f o r m a t i o n  a b o u t  
t h e  a t t i t u d e s  o f  t h e  r e s p o n d e n t s .  T h a t  i s ,  a  s u r v e y  
t y p e  o f  r e s e a r c h  a p p r o a c h  w as  t a k e n .  The s u b j e c t s  w e r e  
n o t  p r e s e n t e d  w i t h  f i n a n c i a l  s t a t e m e n t s  t o  a n a l y z e  a n d  
no  a t t e m p t  w as  made t o  p l a c e  t h e  s u b j e c t s  i n  a  r e a l i s t i c  
s e t t i n g  ( e x c e p t  f o r  t h e  H i c k s  [1982]  a n d  t h e  J o h n s o n ,
P a n y ,  a n d  W h i t e  [ 1 9 8 3 ]  s t u d i e s ) .  T h i s  t y p e  o f  r e s e a r c h  
o f t e n  g i v e s  some i n t e r e s t i n g  i n s i g h t s ,  b u t  a s  C a r m i c h a e l
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TABLE 3
LIMITATIONS OF THE PREVIOUS RESEARCH 
ON COMPILATIONS AND REVIEWS
P r e v i o u s
r e s e a r c h
W ere  u s e r s  
p l a c e d  i n  
a  r e a l i s t i c  
s e t t i n g ?
Were a n y  
i n d e p e n d e n t  
v a r i a b l e s  
m a n i p u l a t e d  
b e s i d e s  t h e  
t y p e  o f  
r e p o r t ?
W ere  u s e r s  
r e q u i r e d  t o  i  
make a n y  
f i n a n c i a l  
d e c i s i o n s ?
Were 
n f  e r e n t i a l  
s t a t i s t i c s  
a p p l i e d  t o  
t h e  d a t a ?
A r n o l d
a n d
Diamond
[1981] no no no no
B a i l e y  
e t  a l .  
[1984] no y e s no y e s
Edmonds 
e t  a l .  
[1981] no no no no
H i c k s *
[1 9 8 2 ] y e s no y e s y e s
J o h n s o n  
e t  a l .  
[1983] y e s no y e s y e s
Mayper  
e t  a l .  
[1984] no y e s no y e s
R a n k i n
[1982] no no no y e s
R eed
[1981] no no no y e s
S t r u p e c k
a n d
F i g l e w i c z
[1984] no no no no
* H ic k s  d i d n o t  i n c l u d e a  c o m p i l a t i o n r e p o r t  i n  h e r s t u d y .
[ 1 9 7 9 ]  s t a t e s ,  i t  i s  s u p e r f i c i a l .  S u r v e y  r e s e a r c h  m e a s u r e s  
s p e e c h  r e a c t i o n  ( h y p o t h e t i c a l  t h i n k i n g ) , a n d  n o t  much 
c a n  b e  l e a r n e d  f ro m  a n  e x p e r i m e n t  i n  w h i c h  t h e  s u b j e c t  
t a k e s  a  m i n u t e  o r  two t o  s e l e c t  a n  a n s w e r  f ro m  a l i s t  
o f  a l t e r n a t i v e s  [ C a r m i c h a e l ,  1 9 7 9 ] .  I n  a d d i t i o n ,  t h i s  
t y p e  o f  r e s e a r c h  g i v e s  t h e  s u b j e c t s  b i t s  a n d  p i e c e s  o f  
i n f o r m a t i o n ,  b u t  u s e r s  do n o t  r e c e i v e  i n f o r m a t i o n  i n  
b i t s  a n d  p i e c e s  [ B a i l e y ,  1 9 8 2 ]  .
A n o t h e r  w e a k n e s s  o f  t h e  p r e v i o u s  s t u d i e s  w as  t h e  
f a i l u r e  t o  i n c l u d e  a n y  i n d e p e n d e n t  v a r i a b l e s  b e s i d e s  
t h e  t y p e  o f  a c c o u n t i n g  r e p o r t .  O n ly  B a i l e y ,  B y l i n s k i ,  
a n d  S h i e l d s  [1 9 8 4 ]  a n d  M a y p e r ,  W e l k e r ,  a n d  W i g g i n s  [1984]  
m a n i p u l a t e d  o t h e r  v a r i a b l e s .  Bo th  o f  t h e s e  s t u d i e s  d e a l t  
w i t h  u s e r s '  p e r c e p t i o n s .  B a i l e y ,  B y l i n s k i ,  a n d  S h i e l d s  
[1 9 8 4 ]  i n c l u d e d  t y p e  o f  a c c o u n t i n g  f i r m  ( B i g  8 v s .  l a r g e  
l o c a l )  a n d  t y p e  o f  c o n t e x t  ( l o a n  a p p l i c a t i o n  v s .  e q u i t y  
i n v e s t m e n t )  w i t h i n  w h i c h  t h e  company s e c u r e d  t h e  a c c o u n t i n g  
s e r v i c e .  M a y p e r ,  W e l k e r ,  a n d  W i g g i n s  [1 9 8 4 ]  i n c l u d e d  
t h e  l e n g t h  o f  CPA s e r v i c e  t o  t h e  c l i e n t  a s  a n  i n d e p e n d e n t  
v a r i a b l e .  The r e s u l t s  f ro m  t h e  s t u d i e s  by A r n o l d  a n d  
Diamond [1981]  a n d  S t r u p e c k  a n d  F i g l e w i c z  [1 9 8 4 ]  s u g g e s t e d  
t h a t  o t h e r  f a c t o r s ,  s u c h  a s  t h e  s i z e  o f  t h e  l o a n ,  w e r e  
v e r y  i m p o r t a n t  i n  c o n s i d e r i n g  t h e  e f f e c t  o f  t h e  t y p e  
o f  r e p o r t  on  t h e  l e n d i n g  d e c i s i o n .  The two s t u d i e s  
( H i c k s  [1982]  a n d  J o h n s o n ,  P a n y ,  a n d  W h i t e  [ 1 9 8 3 ] )  t h a t  
e x a m i n e d  t h e  e f f e c t  o f  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e
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on u s e r s '  d e c i s i o n s  f o u n d  t h a t  t h e  t y p e  o f  r e p o r t  d i d  
n o t  i n f l u e n c e  t h e  u s e r s '  d e c i s i o n s .  T h i s  r e s u l t  may 
h a v e  o c c u r r e d  b e c a u s e  t h e  t y p e  o f  r e p o r t  may n o t  h a v e  
c o n t a i n e d  s u f f i c i e n t  i n f o r m a t i o n  t o  a l t e r  t h e  u s e r s '  
d e c i s i o n s  i n  t h e  e x p e r i m e n t s .  I n  o t h e r  w o r d s ,  t h e  s i g n a l  
f r o m  t h e  t y p e s  o f  r e p o r t s  w e r e  n o t  s u f f i c i e n t l y  l o u d  
t o  o v e r c o m e  t h e  s i g n a l  e m i t t i n g  f ro m  t h e  o t h e r  f i n a n c i a l  
i n f o r m a t i o n  [ H o u g h t o n ,  1 9 8 3 ] .  The s i z e  o f  t h e  l o a n ,  
t h e  c a p i t a l  s t r u c t u r e ,  o r  some o t h e r  f a c t o r  o f  t h e  h y p o ­
t h e t i c a l  company u s e d  i n  t h e  s t u d y  may h a v e  b e e n  s u c h  
t h a t  t h e  t y p e  o f  a c c o u n t i n g  r e p o r t  d i d  n o t  a f f e c t  t h e  
l o a n  o f f i c e r s '  d e c i s i o n s .
I n  a d d i t i o n ,  i n  m o s t  o f  t h e  s t u d i e s ,  t h e  s u b j e c t s  
r e c e i v e d  o r  w e r e  a s k e d  t o  comment o n  m o re  t h a n  o n e  t y p e  
o f  r e p o r t .  O n ly  J o h n s o n ,  P a n y ,  a n d  W h i t e  [ 1 9 8 3 ] ,  H i c k s  
[ 1 9 8 2 ] ,  a n d  M a y p e r ,  W e l k e r ,  a n d  W i g g i n s  [1 9 8 4 ]  a s k e d  
t h e i r  s u b j e c t s  t o  r e s p o n d  o n  o n l y  one  t y p e  o f  a c c o u n t i n g  
r e p o r t .  T h e r e f o r e ,  i t  i s  n o t  s u r p r i s i n g  t h a t  i n  m o s t  
o f  t h e  s t u d i e s  t h e  s u b j e c t s  p e r c e i v e d  t h a t  a u d i t e d  f i n a n c i a l  
s t a t e m e n t s  w e r e  m o re  r e l i a b l e  t h a n  s t a t e m e n t s  a c c o m p a n i e d  
by a  r e v i e w  o r  c o m p i l a t i o n  r e p o r t ,  a n d  a  r e v i e w  was  
p e r c e i v e d  t o  b e  m o re  r e l i a b l e  t h a n  a  c o m p i l a t i o n .  T h e se  
r e s u l t s  w e r e  b i a s e d  b e c a u s e  t h e  s u b j e c t s  c o u l d  c o m p a r e  
t h e  r e p o r t s .
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O t h e r  R e l a t e d  S t u d i e s
A l t h o u g h  t h r e e  o t h e r  s t u d i e s  d i d  n o t  e x a m i n e  t h e  
t y p e s  o f  r e p o r t s  c a l l e d  f o r  i n  SSARS No. 1 . t h e y  d i d  
e x a m i n e  v a r i o u s  l e v e l s  o f  CPA a s s o c i a t i o n .  T h e s e  t h r e e  
s t u d i e s  w e r e  p e r f o r m e d  by P an y  a n d  S m i t h  [ 1 9 8 2 ] ,  J o h n s o n  
a n d  P a n y  [ 1 9 8 4 ] ,  a n d  C a r t e r  [ 1 9 8 4 ] .
P a n y  a n d  S m i t h  [1 9 8 2 ]  e x a m i n e d  t h e  e f f e c t  o f  v a r i o u s  
l e v e l s  o f  a u d i t o r  a s s o c i a t i o n  w i t h  q u a r t e r l y  f i n a n c i a l  
i n f o r m a t i o n  o n  f i n a n c i a l  a n a l y s t s '  p e r c e p t i o n s .  F our  
f o r m s  o f  a s s o c i a t i o n  w e r e  t e s t e d  r a n g i n g  f ro m  no a u d i t o r  
a s s o c i a t i o n  t o  a  " f u l l  a u d i t . "  More  s p e c i f i c a l l y ,  t h e  
f o u r  l e v e l s  w e r e  (1 )  n o  a u d i t o r  a s s o c i a t i o n ,  (2 )  a u d i t o r  
a s s o c i a t i o n  t h r o u g h  a  f o o t n o t e  w h i c h  s t a t e d  t h a t  a  l i m i t e d  
r e v i e w  w o u ld  be p e r f o r m e d  a t  y e a r - e n d , (3 )  a l i m i t e d  
r e v i e w  p e r f o r m e d  a t  t h e  e n d  o f  t h e  q u a r t e r ,  a n d  (4) a n  
a u d i t .  The s u b j e c t s  f o r  t h e  s t u d y  w e r e  57 f i n a n c i a l  
a n a l y s t s  f r o m  f i v e  c o m m e r c i a l  b a n k s  l o c a t e d  i n  a  m i d w e s t e r n  
c i t y .  The s u b j e c t s  w e r e  a s k e d  t o  r e s p o n d  o n  a n  1 1 - p o i n t  
s c a l e  v a r y i n g  f r o m  0 (no  c o n f i d e n c e )  t o  10 ( c o m p l e t e  
c o n f i d e n c e )  a s  t o  w h e t h e r  t h e  g i v e n  f i n a n c i a l  i n f o r m a t i o n  
was  f r e e  o f  a c c o u n t i n g  e r r o r s .  T h i s  f i n a n c i a l  i n f o r m a t i o n  
i n c l u d e d  s u c h  i t e m s  a s  s a l e s ,  n e t  i n c o m e ,  a n d  e a r n i n g s  
p e r  s h a r e .  The m a i n  i n d e p e n d e n t  v a r i a b l e  w as  t h e  fo rm  
o f  a u d i t o r  a s s o c i a t i o n .  The r e s u l t s  show ed  t h a t  t h e  
f i n a n c i a l  a n a l y s t s '  p e r c e p t i o n s  w e r e  s i g n i f i c a n t l y  d i f f e r e n t  
b e t w e e n  no  a u d i t o r  a s s o c i a t i o n  a n d  t h e  o t h e r  t h r e e  l e v e l s
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o f  a u d i t o r  a s s o c i a t i o n .  H o w e v e r ,  t h e  s u b j e c t s '  g e n e r a l l y  
d i d  n o t  p e r c e i v e  a  d i f f e r e n c e  b e t w e e n  t h e  t h r e e  l e v e l s  
o f  a u d i t o r  a s s o c i a t i o n .  T h i s  r e s u l t  s u g g e s t s  t h a t  t h e  
f i n a n c i a l  a n a l y s t s  may h a v e  h a d  t r o u b l e  d i s t i n g u i s h i n g  
b e t w e e n  v a r i o u s  l e v e l s  o f  a u d i t o r  a s s o c i a t i o n  [P any  a n d  
S m i t h ,  1 9 8 2 ] .
A n o t h e r  e m p i r i c a l  s t u d y  p e r t a i n i n g  t o  v a r i o u s  l e v e l s  
o f  a u d i t o r  a s s o c i a t i o n  w as  p e r f o r m e d  by J o h n s o n  a n d  Pany  
[1 9 8 4 ]  . I n  t h i s  s t u d y ,  t h e  e f f e c t  o f  a u d i t o r  a s s o c i a t i o n  
w i t h  f o r e c a s t  i n f o r m a t i o n  w a s  e x a m i n e d .  Two l e v e l s  o f  
a u d i t o r  a s s o c i a t i o n  w e r e  u s e d  a s  a n  i n d e p e n d e n t  v a r i a b l e  
i n  t h i s  s t u d y .  The tw o  l e v e l s  w e r e  no  a u d i t o r  a s s o c i a t i o n  
a n d  a  r e v i e w .  Bank l o a n  o f f i c e r s  a n d  CPAs w e r e  u s e d  
a s  t h e  s u b j e c t s  f o r  t h e  s t u d y .  B o th  t h e  CPAs a n d  t h e  
b a n k e r s  w e r e  a s k e d  t o  r e s p o n d  t o  q u e s t i o n s  d e a l i n g  w i t h  
t h e  a c c u r a c y  o f  t h e  f o r e c a s t  i n f o r m a t i o n .  An 1 1 - p o i n t  
s c a l e  w a s  a l s o  u s e d  i n  t h i s  s t u d y  i n  w h i c h  t h e  p o s s i b l e  
r e s p o n s e s  v a r i e d  f r o m  0 (no c o n f i d e n c e )  t o  10 ( e x t r e m e  
c o n f i d e n c e ) .  The f i n a n c i a l  i n f o r m a t i o n  i n c l u d e d  t h r e e  
y e a r s  o f  s t a t e m e n t s  o f  f i n a n c i a l  p o s i t i o n ,  c h a n g e s  i n  
f i n a n c i a l  p o s i t i o n ,  a n d  e a r n i n g s ,  a n d  o n e  y e a r  o f  f o r e c a s t e d  
s t a t e m e n t s .  S p e c i f i c a l l y ,  t h e  s u b j e c t s  w e r e  a l s o  a s k e d  
t o  make a  l o a n  d e c i s i o n  r e g a r d i n g  $ 6 6 0 , 0 0 0  t h a t  t h e  h y p o ­
t h e t i c a l  company w as  s e e k i n g  t o  b o r r o w .  The b a n k e r s  
w e r e  a s k e d  t o  s t a t e  w h e t h e r  o r  n o t  t h e y  w o u ld  g r a n t  t h e  
l o a n  a n d  t h e  i n t e r e s t  r a t e  p rem iu m  (a b o v e  p r i m e )  t h a t
t h e y  w o u l d  c h a r g e  t h e  c u s t o m e r .  The r e s u l t s  f ro m  t h e  
e x p e r i m e n t  show ed  t h a t  b o t h  t h e  CPAs a n d  t h e  b a n k e r s  
showed g r e a t e r  c o n f i d e n c e  t h a t  t h e  f o r e c a s t e d  i n f o r m a t i o n  
w o u l d  be f r e e  f ro m  c l e r i c a l  e r r o r s  a n d  m o re  a c c u r a t e  
w hen  t h e  i n f o r m a t i o n  w a s  r e v i e w e d  by a  CPA. H o w e v e r ,  
t h e  l o a n  o f f i c e r s  sh o w ed  l e s s  c o n f i d e n c e  t h a n  t h e  CPAs 
i n  t h e  a c c u r a c y  o f  t h e  f o r e c a s t e d  i n f o r m a t i o n  a n d  i n  
t h e  f r e e d o m  f r o m  c l e r i c a l  e r r o r s .  The l o a n  o f f i c e r s '  
d e c i s i o n s  r e g a r d i n g  w h e t h e r  t o  l o a n  t h e  company t h e  $ 6 6 0 , 0 0 0  
a n d  t h e  i n t e r e s t  r a t e  t h a t  s h o u l d  be c h a r g e d  w e r e  n o t  
a f f e c t e d  by t h e  l e v e l  o f  t h e  C P A 's  a s s o c i a t i o n .
C a r t e r  [1 9 8 4 ]  e x a m i n e d  t h e  e f f e c t  o f  a  r e v i e w  o f  
f i n a n c i a l  f o r e c a s t s  on some l e n d i n g  d e c i s i o n s .  T h r e e  
g r o u p s  w e r e  s e n t  q u e s t i o n n a i r e s .  Group 1 was  s e n t  a  
q u e s t i o n n a i r e  t h a t  c o n t a i n e d  n o  r e v i e w  r e p o r t  o n  t h e  
f o r e c a s t s .  Group 2 r e c e i v e d  a n  u n q u a l i f i e d  r e v i e w  r e p o r t  
o n  t h e  f o r e c a s t s ,  a n d  Group 3 r e c e i v e d  a n  a d v e r s e  r e v i e w  
r e p o r t .  The r e s u l t s  i n d i c a t e d  t h a t  t h e  r e v i e w  r e p o r t  
o n  t h e  f i n a n c i a l  f o r e c a s t s  d i d  n o t  a f f e c t  t h e  b a n k  l e n d i n g  
d e c i s i o n s .  The r e s e a r c h e r  c o n c l u d e d  t h a t  r e v i e w s  on  
f i n a n c i a l  f o r e c a s t s  w e r e  r e l a t i v e l y  u n i m p o r t a n t  t o  t h e  
b a n k  l e n d i n g  d e c i s i o n  b e c a u s e  b an k  l o a n  o f f i c e r s  r e l i e d  
m o re  on  h i s t o r i c a l  f i n a n c i a l  s t a t e m e n t s  a n d  o t h e r  n o n -  
f i n a n c i a l  f a c t o r s  t h a n  o n  f o r e c a s t s .
53
F a c t o r s  A f f e c t i n g a  L e n d i n g  D e c i s i o n  
As n o t e d  e a r l i e r  i n  t h e  c h a p t e r ,  f i n a n c i a l  i n f o r m a t i o n  
h a s  b e e n  shown t o  a f f e c t  u s e r s 9 d e c i s i o n s .  H o w ev er ,  
e x a c t l y  w h a t  f i n a n c i a l  i n f o r m a t i o n  a f f e c t s  b a n k e r s 9 d e c i s i o n s  
h a s  n o t  r e a l l y  b e e n  c l a r i f i e d  t h u s  f a r  i n  t h i s  p a p e r .
I n  a d d i t i o n ,  o t h e r  f a c t o r s  b e s i d e s  f i n a n c i a l  i n f o r m a t i o n  
a f f e c t  u s e r s 9 d e c i s i o n s .  The p u r p o s e  o f  t h i s  s e c t i o n  
o f  t h e  p a p e r  i s  t o  d i s c u s s  t h e  f a c t o r s  t h a t  i n f l u e n c e  
b a n k  l e n d i n g  d e c i s i o n s .
A t  p r e s e n t ,  t h e r e  a p p e a r  t o  be "no e x p l i c i t  m o d e l s  
u s e d  by  b a n k  l e n d i n g  o f f i c e r s  f o r  t h e i r  d e c i s i o n s "  [ S t e p h e n s ,  
1 9 8 0 ,  p .  7 4 ] .  H o w ev e r ,  t h i s  s t a t e m e n t  d o e s  n o t  i m p l y  
t h a t  i n f o r m a t i o n  c o n c e r n i n g  t h e  b a n k  l e n d i n g  d e c i s i o n  
p r o c e s s  i s  u n a v a i l a b l e  n o r  d o e s  i t  i m p l y  t h a t  no m o d e l s  
e x i s t .  I n  f a c t ,  b a n k e r s  a p p e a r  t o  a c t  f a i r l y  s i m i l a r  
i n  t h e i r  d e c i s i o n  m a k i n g  p r o c e s s  [ S t e p h e n s ,  1 9 8 0 ] .
C o h e n ,  G i l m o r e ,  a n d  S i n g e r  [1 9 6 6 ]  s t a t e  t h a t  t h e  l e n d i n g  
d e c i s i o n  i s  a  s e q u e n t i a l  p r o c e s s  i n  w h i c h  t h e  l e n d i n g  
o f f i c e r  u s e s  a  p a r t i c u l a r  s e t  o f  h e u r i s t i c s .  They p r o v i d e d  
a  d e s c r i p t i v e  m o d e l  o f  b an k  p r o c e d u r e s  f o r  a n a l y z i n g  
b u s i n e s s  l o a n  a p p l i c a t i o n s ,  w h i c h  a p p e a r s  i n  F i g u r e  3 .
As d e m o n s t r a t e d  i n  F i g u r e  3 ,  t h e  b a n k e r  c o n s i d e r s  
m any q u a l i t a t i v e  f a c t o r s  a s  w e l l  a s  q u a n t i t a t i v e  f a c t o r s .
F o r  e x a m p l e ,  i n  m a k i n g  t h e  l e n d i n g  d e c i s i o n ,  t h e  b a n k e r  
w i l l  a t t e m p t  t o  a n s w e r  s u c h  q u e s t i o n s  a s  t h e  f o l l o w i n g :
FIGURE 3
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1 .  I f  t h e  f i r m  i s  p r e s e n t l y  n o t  a  b a n k  c u s t o m e r ,  
w h a t  i s  t h e  p o t e n t i a l  o f  a  new c u s t o m e r  
r e l a t i o n s h i p ?
2 .  I s  t h i s  f i r m  a  s o u n d  c r e d i t  r i s k ?
3 .  W i l l  a  c u s t o m e r  r e l a t i o n s h i p  w i t h  t h i s  f i r m  
b e  p r o f i t a b l e ?
4 .  W i l l  a  c u s t o m e r  r e l a t i o n s h i p  w i t h  t h i s  f i r m  
" b u i l d ” t h e  b a n k ?
5 .  Was t h e  l o a n  r eco m m en d ed  by a  c o r r e s p o n d e n t  
b a n k ?
6 .  What i s  t h e  c o m p e t e n c y  o f  t h e  m a n a g e m e n t  o f  
t h e  f i r m ?
7 .  What i s  t h e  p r o p o s e d  a m o u n t  a n d  m a t u r i t y  o f  
t h e  l o a n ?
8 .  Does  t h e  l o a n  m e e t  t h e  b a n k ' s  p o l i c y  a n d  l e g a l  
r e q u i r e m e n t s ?  [C o h en ,  G i l m o r e ,  a n d  S i n g e r ,  
p p .  2 2 2 - 2 4 2 ]
S t e p h e n s  [1980]  u t i l i z e d  t h e  D e l p h i  m e t h o d  
t o  d e t e r m i n e  t h e  r o l e  o f  f i n a n c i a l  i n f o r m a t i o n  i n  t h e  
d e c i s i o n  p r o c e s s e s  o f  b a n k  l e n d i n g  o f f i c e r s .  The s u b j e c t s  
f o r  t h e  s t u d y  w e r e  29 b a n k  l e n d i n g  o f f i c e r s .  T h e se  
b a n k e r s  w e r e  p r e s e n t e d  w i t h  a w i d e - r a n g e  o f  i n f o r m a t i o n a l  
i t e m s  (a t o t a l  o f  5 8 )  a n d  t h e n  a s k e d  t o  s t a t e  t h e  i m p o r t a n c e  
o f  t h e  i t e m s  i n  a  l e n d i n g  s i t u a t i o n .  The i n f o r m a t i o n a l  
i t e m s  t h a t  w e r e  c o n s i d e r e d  t o  be t h e  m o s t  i m p o r t a n t  













t o t a l  a s s e t s
t o t a l  c u r r e n t  a s s e t s
t o t a l  c u r r e n t  l i a b i l i t i e s
i n v e n t o r y  a n d  i t s  v a l u a t i o n  m e t h o d
s h a r e h o l d e r s '  e q u i t y  a n d  num ber  o f  common
s h a r e s
r e v e n u e  a n d  r e v e n u e  r e c o g n i t i o n  m e t h o d  
o p e r a t i n g  in co m e
am o u n t  a n d  b r e a k d o w n  o f  e x p e n s e s  
c o s t  o f  g o o d s  s o l d
s o u r c e  a n d  a p p l i c a t i o n  o f  f u n d s  s t a t e m e n t s  
e x t e n t  o f  d e p e n d e n c e  o n  a  few  c u s t o m e r s  
c a s h  f l o w  p r o j e c t i o n s  f o r  t h e  n e x t  tw o  t o  
f i v e  y e a r s .
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O r g l e r  [ 1 9 7 5 ]  d e v e l o p e d  a  c r e d i t - s c o r i n g  m o d e l  
f o r  c o m m e r c i a l  l o a n s  by  e x a m i n i n g  b a n k  e x a m i n e r s '  l o a n  
r e v i e w s  i n  1 0 0  c o m m e r c i a l  b a n k s .  He e x a m i n e d  t h e  e f f e c t  
o f  a num ber  o f  f a c t o r s  o n  t h e  q u a l i t y  o f  a  l o a n .  T h e s e  
f a c t o r s ,  w h i c h  i n c l u d e d  v a r i o u s  b o r r o w e r  c h a r a c t e r i s t i c s  
a n d  p a s t  l o a n  p e r f o r m a n c e ,  w e r e  t h e  i n d e p e n d e n t  v a r i a b l e s  
i n  t h e  s t u d y .  The l o a n  q u a l i t y ,  w h i c h  w as  t h e  d e p e n d e n t  
v a r i a b l e ,  was  d e t e r m i n e d  by t h e  e v a l u a t i o n  o f  t h e  l o a n  
by  t h e  b an k  e x a m i n e r s .  O r g l e r  [ 1 9 7 5 ]  n o t e d  t h a t  a  
s t u d y  p e r f o r m e d  by  Wu [1969]  sh o w ed  " t h a t  e x a m i n e r s '  
c r i t i c i s m  o f  b u s i n e s s  l o a n s  i s  a  good  p r e d i c t i v e  m e a s u r e  
o f  l o a n  q u a l i t y "  [ O r g l e r ,  1 9 7 5 ,  p .  5 9 ] .  The l o a n  q u a l i t y  
w as  s t a t e d  a s  e i t h e r  g o o d  o r  b a d .  O r g l e r  [1 9 7 5 ]  f o u n d  
t h e  f o l l o w i n g  i n d e p e n d e n t  v a r i a b l e s  t o  be s i g n i f i c a n t  
a t  t h e  .05  l e v e l :  (1)  p a s t  d u e ,  (2 )  a u d i t ,  (3)  n e t
p r o f i t  o r  n e t  l o s s ,  (4)  w o r k i n g  c a p i t a l / c u r r e n t  a s s e t s ,  
a n d  (5 )  c r i t i c i s m  by e x a m i n e r  d u r i n g  l a s t  e x a m i n a t i o n .
Some o t h e r  r e s e a r c h  i n v o l v i n g  b a n k  l e n d i n g  o f f i c e r s  
i n  t h e  a r e a  o f  human i n f o r m a t i o n  p r o c e s s i n g  i n  a c c o u n t i n g  
i n c l u d e  s t u d i e s  p e r f o r m e d  by C a s e y  [1 9 8 0 ]  , Zimmer [1980]  , 
L i b b y  [ 1 9 7 5 ] ,  a n d  A b d e l - k h a l i k  a n d  E l - S h e s h a i  [ 1 9 8 0 ] .
T h e s e  s t u d i e s  d e a l t  w i t h  t h e  b a n k e r s '  u s e  o f  a c c o u n t i n g  
i n f o r m a t i o n  ( s p e c i f i c a l l y ,  a c c o u n t i n g  r a t i o s  a n d  t r e n d s )  
i n  p r e d i c t i n g  com pany  f a i l u r e s .  G e n e r a l l y ,  t h e s e  s t u d i e s  
show ed  t h a t  b a n k  l e n d i n g  o f f i c e r s  w e r e  f a i r l y  a c c u r a t e  
i n  p r e d i c t i n g  a  f i r m ' s  f a i l u r e .  I n  t h e  A b d e l - k h a l i k
a n d  E l - S h e s h a i  [ 1 9 8 0 ]  s t u d y ,  t h e  s u b j e c t s  p u r c h a s e d  
t h e  f i n a n c i a l  i n f o r m a t i o n  t h a t  t h e y  f e l t  w o u l d  be  t h e  
m o s t  i m p o r t a n t  i n  d e t e r m i n i n g  p r e d i c t i o n s .  The m o s t  
f r e q u e n t l y  p u r c h a s e d  r a t i o s  a n d  t r e n d s  w e r e  e a r n i n g s  
t r e n d ,  t o t a l  d e b t  t o  t o t a l  a s s e t s ,  c u r r e n t  r a t i o ,  t r e n d  
i n  c a s h  f l o w  t o  t o t a l  d e b t ,  c a s h  f l o w  t o  t o t a l  d e b t ,  
q u i c k  r a t i o ,  c u r r e n t  r a t i o  t r e n d ,  a n d  l o n g - t e r m  d e b t  
t o  n e t  w o r t h .  A l t h o u g h  t h e  s u b j e c t s  p u r c h a s e d  a d d i t i o n a l  
c u e s ,  a  b a n k e r 1s  a c c u r a c y  w as  n o t  i m p r o v e d  i n  p r e d i c t i n g  
w h e t h e r  t h e  b u s i n e s s e s  w o u l d  f a i l  [ L i b b y ,  1 9 8 2 ] .
A n o t h e r  f a c t o r ,  w h i c h  may a f f e c t  t h e  b a n k e r s '  
l e n d i n g  d e c i s i o n ,  i s  a u d i t o r  s i z e .  Some r e s e a r c h e r s  
h a v e  p r e s e n t e d  a r g u m e n t s  t h a t  l a r g e  CPA f i r m s  may p r o v i d e  
a u d i t s  t h a t  a r e  t o  be p e r c e i v e d  t o  be o f  a  h i g h e r  q u a l i t y  
t h a n  a u d i t s  p e r f o r m e d  by  s m a l l e r  f i r m s  [ N i c h o l s  a n d  
S m i t h ,  1 9 8 3 ] .  F o r  e x a m p l e ,  D e A n g e lo  [1981]  a r g u e s  
t h a t :
. . . s i z e  a l o n e  a l t e r s  a u d i t o r s '  i n c e n t i v e s ,  
s u c h  t h a t ,  c e t e r i s  p a r i b u s ,  l a r g e r  a u d i t  f i r m s  
s u p p l y  a  h i g h e r  l e v e l  o f  a u d i t  q u a l i t y .  When 
a u d i t  t e c h n o l o g y  i s  c h a r a c t e r i z e d  by s i g n i f i c a n t  
s t a r t - u p  c o s t s ,  i n c u m b e n t  a u d i t o r s  e a r n  c l i e n t -  
s p e c i f i c  q u a s i - r e n t s .  T h e s e  q u a s i - r e n t s ,  when 
s u b j e c t  t o  l o s s  f r o m  d i s c o v e r y  o f  a  l o w e r  q u a l i t y  
a u d i t  t h a n  p r o m i s e d ,  s e r v e  a s  c o l l a t e r a l  a g a i n s t  
s u c h  o p p o r t u n i s t i c  b e h a v i o r .  T h i s  i m p l i e s  t h a t ,  
c e t e r i s  p a r i b u s ,  t h e  l a r g e r  t h e  a u d i t o r  a s  m e a s u r e d  
by  num ber  o f  c l i e n t s ,  t h e  l e s s  i n c e n t i v e  t h e  
a u d i t o r  h a s  t o  b e h a v e  o p p o r t u n i s t i c a l l y  a n d  t h e  
h i g h e r  t h e  p e r c e i v e d  q u a l i t y  o f  t h e  a u d i t .  [D eA ngel
1 9 8 1 ,  p .  184]
I n  o t h e r  w o r d s ,  t h e  l a r g e r  t h e  a u d i t  f i r m ,  t h e  m o re  t h e  
f i r m  h a s  t o  l o s e  f r o m  p r o v i d i n g  a l o w  q u a l i t y  a u d i t .
58
I n  a d d i t i o n ,  t h e  l o w e r  t h e  p e r c e n t a g e  o f  t o t a l  a u d i t  
f e e s  s u p p l i e d  b y  a  c l i e n t ,  t h e  m o re  i n d e p e n d e n t  t h e  f i r m  
b e c o m e s .  T h a t  i s ,  p e r c e i v e d  i n d e p e n d e n c e  o f  t h e  a u d i t o r  
i s  i n v e r s e l y  r e l a t e d  t o  t h e  p e r c e n t a g e  o f  f e e s  s u p p l i e d  
by t h e  c l i e n t  [ D e A n g e l o ,  1 9 8 1 ] .  Dopuch a n d  S i m u n i c  [1 9 8 0 ]  
a l s o  n o t e d  t h a t  e n t r y  i n t o  t h e  a c c o u n t i n g  p r o f e s s i o n  
i s  r e l a t i v e l y  e a s y ,  e s p e c i a l l y  i n  c o m p a r i s o n  w i t h  some 
o t h e r  p r o f e s s i o n s  s u c h  a s  m e d i c i n e .  T h i s  f a c t  c h a r a c t e r i z e s  
a n  a u d i t i n g  p r a c t i c e  w h i c h  p r o v i d e s  d i f f e r i n g  l e v e l s  
o f  q u a l i t y .
C o m p a n ie s  g o i n g  p u b l i c  o f t e n  s w i t c h  t o  a  B i g  E i g h t  
a c c o u n t i n g  f i r m .  Of c o u r s e ,  o t h e r  r e a s o n s  e x i s t  f o r  
a  company t o  c h a n g e  a c c o u n t i n g  f i r m s ,  s u c h  a s  e x p e r t i s e  
i n  p r e p a r i n g  SEC d o c u m e n t s  [ D e A n g e lo ,  1 9 8 1 ] .  B a n k e r s  
an d  u n d e r w r i t e r s  f e e l  t h a t  B i g  E i g h t  a c c o u n t i n g  f i r m s  
a d d  c r e d i b i l i t y  t o  t h e  f i n a n c i a l  s t a t e m e n t s .  I n  f a c t ,  
u n d e r w r i t e r s  o f t e n  i n s i s t  on a  l a r g e  a c c o u n t i n g  f i r m  
f o r  p u b l i c  s t o c k  o f f e r i n g s .  Bob P a n g i a ,  v i c e - p r e s i d e n t  
o f  K i d d e r ,  P e a b o d y ' s  t e c h n o l o g y  g r o u p  s t a t e d  t h a t  " t o  
r e d u c e  u n c e r t a i n t y ,  y o u  s h o o t  f o r  a  l a r g e  f i r m "  [Sammons, 
1 9 8 4 ,  p .  7 8 ] .  I n  t h e  S t r u p e c k  a n d  F i g l e w i c z  [1 9 8 4 ]  s u r v e y ,  
b a n k e r s  n o t e d  t h a t  t h e  CPA f i r m  c o n d u c t i n g  t h e  a c c o u n t i n g  
s e r v i c e  w a s  c o n s i d e r e d  a n  i m p o r t a n t  f a c t o r  i n  m a k i n g  
a  l e n d i n g  d e c i s i o n .
A few  e m p i r i c a l  s t u d i e s  h a v e  b e e n  p e r f o r m e d  t o  t e s t  
w h e t h e r  t h e  s i z e  o f  t h e  a u d i t o r  a f f e c t s  t h e  q u a l i t y  o f
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t h e  a u d i t .  I n  a n  e x  p o s t  f a c t o  s t u d y ,  W a l l a c e  [1978]  
show ed  t h a t  t h e  s i z e  o f  t h e  a u d i t o r  s i g n i f i c a n t l y  im p r o v e d  
t h e  n e t  i n t e r e s t  c o s t  a n d  t h e  b o n d  r a t i n g  f o r  m u n i c i p a l i t i e s .  
T h a t  i s ,  a  B i g  E i g h t  f i r m  h a d  a  f a v o r a b l e  i m p a c t  o v e r  
o t h e r  CPA f i r m s .  I n  a n o t h e r  s t u d y  i n v o l v i n g  m u n i c i p a l i t i e s ,  
W i l s o n  [1982]  a l s o  d e m o n s t r a t e d  t h a t  a  s i g n i f i c a n t  r e l a t i o n ­
s h i p  e x i s t e d  b e t w e e n  b o n d  r a t i n g s  a n d  t y p e  o f  a u d i t o r — B ig  
8 v e r s u s  n o n - B i g  8 .  N i c h o l s  a n d  S m i t h  [1983]  e x a m i n e d  
t h e  m a r k e t  r e a c t i o n  t o  a  c h a n g e  i n  a u d i t o r s .  The r e s u l t s  
f ro m  t h i s  s t u d y  show ed  t h a t  a  s w i t c h  f ro m  a n o n - B i g  E i g h t  
a u d i t o r  t o  a  B i g  E i g h t  a u d i t o r  r e s u l t e d  i n  a  p o s i t i v e  
m a r k e t  r e a c t i o n  a n d  a  c h a n g e  f r o m  a B i g  E i g h t  a u d i t o r  
t o  a  n o n - B i g  E i g h t  a u d i t o r  h a d  a  n e g a t i v e  i m p a c t .  H o w ev er ,  
t h e  m a r k e t  r e a c t i o n  w a s  n o t  s t a t i s t i c a l l y  s i g n i f i c a n t .
A f i e l d  e x p e r i m e n t  p e r f o r m e d  by  M c K i n le y ,  P a n y ,  
a n d  R e c k e r s  [1985]  e x a m i n e d  t h e  e f f e c t  o f  t h e  s i z e  a n d  
t y p e  o f  CPA f i r m  o n  a  l e n d i n g  d e c i s i o n .  The r e s e a r c h e r s  
i n c l u d e d  t h r e e  l e v e l s  f o r  t y p e / s i z e  o f  CPA f i r m .  T h e se  
l e v e l s  w e r e  (1)  B ig  8— l a r g e  s i z e  o f f i c e  (450 p r o f e s s i o n a l s ) ,
(2)  B ig  8— m e d i u m - s i z e  o f f i c e  (60 p r o f e s s i o n a l s ) ,  an d
(3) l o c a l — m e d i u m - s i z e  o f f i c e  (60 p r o f e s s i o n a l s ) . The 
r e s u l t s  show ed  t h a t  t h e  t y p e / s i z e  o f  t h e  CPA f i r m  d i d  
n o t  a f f e c t  t h e  b a n k e r s '  l e n d i n g  d e c i s i o n s .  H o w ev e r ,  
t h e  l o a n  o f f i c e r s  p e r c e i v e d  f i n a n c i a l  s t a t e m e n t s  a u d i t e d
by a B i g - 8  f i r m  t o  b e  m o re  r e l i a b l e  t h a n  f i n a n c i a l  s t a t e m e n t s  
a u d i t e d  by a  m e d i u m - s i z e d  l o c a l  CPA f i r m .  The r e s u l t s
a l s o  show ed  t h a t  f i n a n c i a l  s t a t e m e n t s  a u d i t e d  by a  m edium ­
s i z e d  l o c a l  f i r m  w e r e  l e s s  l i k e l y  t o  i n c l u d e  u n d e t e c t e d  
f r a u d  t h a n  f i n a n c i a l  s t a t e m e n t s  a u d i t e d  by a  m e d i u m - s i z e d  
B i g  8 f i r m .  T h i s  f i n d i n g  i s  i n  d i r e c t  o p p o s i t i o n  t o  
t h e  t h e o r i e s  p r e s e n t e d  by  D eA nge lo  [1 9 8 1 ]  a n d  Dopuch 
a n d  S i m u n i c  [1980]  . M c K i n le y ,  P a n y ,  a n d  R e c k e r s  d i d  
n o t  i n c l u d e  a  r e v i e w  o r  a  c o m p i l a t i o n  r e p o r t  i n  t h e i r  
s t u d y .
CHAPTER 3
RESEARCH METHODOLOGY
T h i s  c h a p t e r  d i s c u s s e s  t h e  m e t h o d o l o g y  t h a t  was  
u s e d  t o  t e s t  t h e  e f f e c t  o f  t h e  a c c o u n t a n t ' s  r e p o r t  on 
a b a n k  l e n d i n g  d e c i s i o n .  I n  o r d e r  o f  p r e s e n t a t i o n ,  t h e  
m e t h o d o l o g i c a l  t o p i c s  a r e :  t h e  r e s e a r c h  q u e s t i o n s ,  t h e
e x p e r i m e n t a l  t a s k ,  t h e  v a r i a b l e s ,  t h e  h y p o t h e s e s ,  a n d  
t h e  s t a t i s t i c a l  a n a l y s i s .
R e s e a r c h  Q u e s t i o n s
The m a j o r  r e s e a r c h  q u e s t i o n  o f  t h i s  p a p e r  i s  a s  
f o l l o w s :
1 .  D oes  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e ,  a n d  
c o n s e q u e n t l y  t h e  t y p e  o f  r e p o r t ,  a f f e c t  
a  b a n k  l e n d i n g  o f f i c e r ' s  d e c i s i o n s  ( i . e . ,  
l o a n  s i z e  a n d  i n t e r e s t  r a t e )  i n  g r a n t i n g  
a  l i n e  o f  c r e d i t ?
As a  r e s u l t  o f  i n v e s t i g a t i n g  t h e  a b o v e  q u e s t i o n ,  some
a n c i l l a r y  q u e s t i o n s  w e r e  a l s o  e x a m i n e d .  T h e s e  q u e s t i o n s
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i n c l u d e  t h e  f o l l o w i n g :
2 .  D oes  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  p r o v i d i n g
t h e  a c c o u n t i n g  s e r v i c e  a f f e c t  a b a n k  l o a n
o f f i c e r ' s  l i n e  o f  c r e d i t  d e c i s i o n s ?
3 .  D oes  t h e  s t r e n g t h  o f  t h e  f i r m ' s  c a p i t a l
s t r u c t u r e  a f f e c t  a  b a n k  l o a n  o f f i c e r ' s  
l i n e  o f  c r e d i t  d e c i s i o n s ?
4 .  Can t h e  b a n k  l e n d i n g  o f f i c e r  d i s t i n g u i s h
b e t w e e n  t h e  t y p e s  o f  a c c o u n t i n g  s e r v i c e
a s  t o  t h e  a m o u n t  o f  r e s p o n s i b i l i t y  t h e  
a c c o u n t a n t  i s  a s s u m i n g  f o r  t h e  f i n a n c i a l  
s t a t e m e n t s ?
5 .  Can t h e  b a n k  l e n d i n g  o f f i c e r  d i s t i n g u i s h
b e t w e e n  t h e  t y p e s  o f  a c c o u n t i n g  s e r v i c e
a s  t o  t h e  a m o u n t  o f  a s s u r a n c e  t h e  a c c o u n t a n t  
i s  p r o v i d i n g  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  
a r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  GAAP?
6 .  Can t h e  b a n k  l e n d i n g  o f f i c e r s  d i s t i n g u i s h
b e t w e e n  t h e  t y p e s  o f  a c c o u n t i n g  s e r v i c e
a s  t o  t h e  a m o u n t  o f  d i f f e r e n t  t y p e s  o f  
t e s t i n g  ( i . e . ,  a n a l y t i c a l  r e v i e w ,  i n q u i r i e s ,  
c o m p l i a n c e ,  a n d  s u b s t a t a n t i v e )  t h a t  w as  
p e r f o r m e d  by  t h e  a c c o u n t a n t ?
E xperim ental.. TasR 
The d i s c u s s i o n  o f  t h e  e x p e r i m e n t a l  t a s k  i s  d i v i d e d  
i n t o  t h r e e  a r e a s .  I n  o r d e r  o f  p r e s e n t a t i o n ,  t h e s e  
t o p i c s  a r e :  t h e  s a m p l e ,  t h e  s a m p l e  s i z e ,  t h e  q u e s t i o n n a i r e ,
a n d  t h e  m a i l i n g  p r o c e d u r e s .
The S a m p le
The  s u b j e c t s  f o r  t h e  e x p e r i m e n t  w e r e  b a n k  l o a n  
o f f i c e r s .  Bank  l e n d i n g  o f f i c e r s  a r e  s e e n  a s  b e i n g  
on e  o f  t h e  m a i n  u s e r s  o f  t h e  c o m p i l a t i o n  a n d  r e v i e w  
r e p o r t s  [ J o h n s o n ,  P a n y ,  a n d  W h i t e ,  1 9 8 3 ] ,  a n d  t h e y  
s h o u l d  make g o o d  s u b j e c t s  b e c a u s e  t h e y :
1) r e l y  o n  a c c o u n t i n g  d a t a  i n  d e c i s i o n  m a k i n g ;
2) a n a l y z e  f i n a n c i a l  s t a t e m e n t s  w i t h  c o n s i d e r a b l y  
m ore  s o p h i s t i c a t i o n  t h a n  o t h e r  l a r g e
u s e r  g r o u p s ;  a n d
3) p l a y  a n  i n f l u e n t i a l  r o l e  i n  e c o n o m i c  
r e s o u r c e  a l l o c a t i o n .  [ C a s e y ,  1 9 8 0 ,  p .  37]
I n  a d d i t i o n ,  p a s t  s t u d i e s  ( F e s s  a n d  Z i e g l e r  [1977]
a n d  B r e n n e r  [ 1 9 7 1 ] )  h a v e  shown t h a t  n e a r l y  a l l  b a n k e r s
a t  l e a s t  r e a d  t h e  a c c o u n t a n t ' s  r e p o r t  ( i . e . ,  t h e  a u d i t
o p i n i o n )  a n d  t h a t  m o s t  r e a d  i t  c a r e f u l l y .
The  s i z e  o f  t h e  s a m p l e  w a s  d e t e r m i n e d  a f t e r  a  
p r e t e s t  o f  t h e  r e s e a r c h  i n s t r u m e n t .  T w e n t y - t w o  b an k  
l e n d i n g  o f f i c e r s  p a r t i c i p a t e d  i n  t h e  p r e t e s t i n g .  T h e se  
b a n k e r s  w o r k e d  e i t h e r  i n  T e x a s  o r  K a n s a s .  B a s e d  upon  
t h e  r e s u l t s  o f  t h e  p r e t e s t ,  i t  w as  d e t e r m i n e d  t h a t  
a s a m p l e  s i z e  o f  35 p e r  c e l l  w o u ld  be  n e e d e d  t o  d e t e c t  
a  s i g n i f i c a n t  d i f f e r e n c e  i n  a t  l e a s t  one  o f  t h e  m a i n  
r e s p o n s e  v a r i a b l e s  ( i . e . ,  i n t e r e s t  r a t e  o r  l o a n  s i z e ) .  
T h i s  s a m p l e  s i z e  e s t i m a t e  w a s  b a s e d  o n  a l p h a  a n d  b e t a  
l e v e l s  o f  .0 5  e a c h .  The a c t u a l  a v e r a g e  num ber  o f  
r e s p o n d e n t s  f o r  t h i s  s t u d y  was  s l i g h t l y  m ore  t h a n  t h i s  
e s t i m a t e .
The s a m p l e  w a s  s e l e c t e d  f r o m  two s o u r c e s ;  t h e  
S c h o o l  o f  B a n k i n g  o f  t h e  S o u t h  (SBS) a n d  a l i s t  o f  
F e d e r a l  R e s e r v e  B a n k s .  SBS c o n d u c t s  y e a r l y  t r a i n i n g  
p r o g r a m s  f o r  c o m m e r c i a l  b a n k  l e n d i n g  o f f i c e r s  a n d  o t h e r  
b a n k  o f f i c e r s .  B a n k e r s  f ro m  o v e r  20 s t a t e s  a t t e n d  
t h i s  s c h o o l .  A l t h o u g h  SBS i s  n o t  a f f i l i t a t e d  w i t h  
L o u i s i a n a  S t a t e  U n i v e r s i t y  ( L S U ) , t h e  c l a s s e s  a r e  h e l d
64
a n n u a l l y  o n  t h e  cam pus  o f  LSUf a n d  some o f  L S U 's  f i n a n c e  
p r o f e s s o r s  t e a c h  some o f  t h e s e  c l a s s e s .  B e c a u s e  o f  
t h e  i n d i r e c t  a f f i l i a t i o n  b e t w e e n  SBS a n d  LSU, i t  was  
f e l t  t h a t  t h e  r e s p o n s e  r a t e  w o u l d  be i n c r e a s e d  i f  t h e s e  
b a n k  l o a n  o f f i c e r s  w e r e  u s e d  a s  s u b j e c t s .  T h e r e f o r e ,  
t o  d e c r e a s e  t h e  n o n r e s p o n s e  b i a s ,  a  m a i l i n g  l i s t  o f  
c o m m e r c i a l  b a n k  l e n d i n g  o f f i c e r s  was  p u r c h a s e d  f r o m  
SBS. T h i s  m a i l i n g  l i s t  c o n t a i n e d  n am es  o f  636 c o m m e r c i a l  
b a n k  l o a n  o f f i c e r s  f r o m  22 s t a t e s .
The  r e s t  o f  t h e  s a m p l e  w as  s e l e c t e d  f r o m  t h e  F e d e r a l  
R e s e r v e ' s  B r a n c h  Bank M a s t e i - E i L e  l i s t  ( d a t e d  J u n e  
3 0 ,  1 9 8 5 )  . The s a m p l e  w as  s e l e c t e d  f ro m  13 s t a t e s — A la b a m a ,  
A r k a n s a s ,  F l o r i d a ,  G e o r g i a ,  I l l i n o i s ,  K e n t u c k y ,  L o u i s i a n a ,  
M i s s o u r i ,  M i s s i s s i p p i ,  O k la h o m a ,  S o u t h  C a r o l i n a ,  T e n n e s s e e ,  
a n d  T e x a s .  T h e s e  13 s t a t e s  w e r e  s e l e c t e d  b a s e d  on 
t h e  f a c t  t h a t  n e a r l y  a l l  ( i . e . ,  o v e r  94 p e r  c e n t )  o f  
t h e  c o m m e r c i a l  b a n k  l e n d i n g  o f f i c e r s  o n  t h e  l i s t  o b t a i n e d  
f r o m  SBS w o r k e d  i n  t h e s e  s t a t e s .
B a n k s  t h a t  h a d  l e s s  t h a n  $ 5 0 , 0 0 0 , 0 0 0  i n  a s s e t s  
w e r e  e l i m i n a t e d  f ro m  t h e  l i s t  o f  f e d e r a l  r e s e r v e  b a n k s  
b e c a u s e  i t  w as  f e l t  t h a t  b a n k  l o a n  o f f i c e r s  f r o m  l a r g e r  
b a n k s  w o u l d  be b e t t e r  e q u i p e d  t o  h a n d l e  t h e  r e s e a r c h  
t a s k .  L o a n  o f f i c e r s  f r o m  s m a l l  b a n k s  p r o b a b l y  d e a l  
w i t h  t h e i r  c u s t o m e r s  m o r e  on  a  p e r s o n a l  l e v e l  a n d  p e r h a p s  
do n o t  r e c e i v e  l o a n  a p p l i c a t i o n s  f ro m  c o m p a n i e s  t h a t  
t h e y  h a v e  n o t  h e a r d  o f  b e f o r e  a s  o f t e n  a s  l e n d i n g  o f f i c e r s
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f r o m  l a r g e r  b a n k s .  L e n d i n g  o f f i c e r s  f r o m  s m a l l e r  b a n k s  
a l s o  n o r m a l l y  h a v e  l i m i t e d  e x p e r i e n c e  w i t h  a u d i t e d  
f i n a n c i a l  s t a t e m e n t s  a n d  w i t h  l a r g e  i n t e r n a t i o n a l  CPA 
f i r m s  [ L i b b y ,  1 9 7 9 ] .
A f t e r  e l i m i n a t i n g  t h e  b a n k s  w i t h  l e s s  t h a n  $ 5 0 , 0 0 0 , 0 0 0  
i n  a s s e t s ,  2 4 0 0  b a n k s  r e m a i n e d  o n  t h e  l i s t .  T h i s  l i s t  
w as  t h e n  c o m p a r e d  t o  t h e  l i s t  o f  b a n k s  o b t a i n e d  f ro m  
t h e  SBS. Any b a n k  name a p p e a r i n g  on  b o t h  l i s t s  was  
d e l e t e d  f r o m  t h e  F e d e r a l  R e s e r v e  l i s t .  T h e s e  b a n k s  
w e r e  t a k e n  o f f  t h e  l i s t  t o  a v o i d  t h e  p o s s i b i l t y  o f  
a  b a n k  o f f i c e r  r e s p o n d i n g  t o  m o re  t h a n  o n e  q u e s t i o n n a i r e .
A f t e r  m a k i n g  t h e s e  e l i m i n a t i o n s ,  tw o  random  s t a r t s  
w e r e  s e l e c t e d  a n d  e v e r y  n i n t h  b a n k  f r o m  e a c h  s t a r t i n g  
p o i n t  w as  s e l e c t e d .  A s y s t e m a t i c  s a m p l i n g  p l a n  was 
s e l e c t e d  b e c a u s e  i t  w as  e a s i e r  t o  s e l e c t  t h e  s a m p l e  
a n d  i t  h a d  a  " b u i l t - i n  s t r a t i f i c a t i o n "  [ S n e d e c o r  a n d  
C o c h r a n ,  1 9 8 2 ,  p .  4 4 9 ] .  S i n c e  t h e  l i s t  o f  f e d e r a l  
r e s e r v e  b a n k s  w as  a r r a n g e d  i n  z i p  c o d e  o r d e r ,  a  s y s t e m a t i c  
s a m p l e  r e s u l t e d  i n  a  p r o p o r t i o n a t e  num ber  o f  b a n k s  
s e l e c t e d  f r o m  e a c h  s t a t e .  A t o t a l  o f  490  b an k  names 
w e r e  o b t a i n e d  f r o m  t h e  l i s t .
Ih .e.
The f i r s t  tw o  p a g e s  o f  t h e  q u e s t i o n n a i r e  ( s e e  
A p p e n d i c e s  D, E,  F ,  a n d  G f o r  a n  e x a m p l e  o f  t h e  q u e s t i o n ­
n a i r e s )  c o n t a i n e d  t h e  a c c o u n t a n t ' s  r e p o r t  a n d  e i g h t  
q u e s t i o n s  a b o u t  t h e  p e r c e p t i o n s  o f  t h e  b a n k e r s  a b o u t
t h e  r e p o r t .  Two p u r p o s e s  w e r e  a c c o m p l i s h e d  by  a s k i n g  
t h e s e  q u e s t i o n s  o n  t h e  f i r s t  2 p a g e s .  F i r s t ,  t h e s e  
q u e s t i o n s  r e l a t e  o n l y  t o  t h e  a c c o u n t a n t ' s  r e p o r t ,  a n d  
n o t  t o  a n y  o t h e r  i n f o r m a t i o n  c o n t a i n e d  i n  t h e  r e s e a r c h  
i n s t r u m e n t .  T h e r e f o r e ,  t h e  i n f o r m a t i o n  c o n t a i n e d  i n  
t h e  r e s t  o f  t h e  q u e s t i o n n a i r e  w as  n o t  p e r t i n e n t  t o  
a n s w e r i n g  t h e s e  q u e s t i o n s .  S e c o n d ,  t h e s e  q u e s t i o n s  
s h o u l d  h a v e  f o c u s e d  t h e  r e s p o n d e n t ' s  a t t e n t i o n  o n  t h e  
a c c o u n t a n t ' s  r e p o r t ,  w h i c h  w as  t h e  m a i n  m a n i p u l a t i v e  
v a r i a b l e  i n  t h i s  e x p e r i m e n t .
On p a g e  t h r e e  o f  t h e  q u e s t i o n n a i r e ,  t h e  l o a n  o f f i c e r  
w as  a s k e d  t o  make two d e c i s i o n s  o n  a n  a p p l i c a t i o n  f o r  
a  l i n e  o f  c r e d i t .  T h e s e  two d e c i s i o n s  w e r e  t h e  a m o u n t  
t o  l e n d  a n d  t h e  i n t e r e s t  r a t e  t o  c h a r g e .
The  f o u r t h  p a g e  i n c l u d e d  f o o t n o t e s  t o  t h e  f i n a n c i a l  
s t a t e m e n t s ,  a  b r i e f  d e s c r i p t i o n  o f  t h e  company a n d  
t h e  p r i n c i p a l  o w n e r ,  a n d  some k e y  f i n a n c i a l  r a t i o s  
o f  t h e  company a l o n g  w i t h  i n d u s t r i a l  a v e r a g e s  c o m p u te d  
by R o b e r t  M o r r i s  A s s o c i a t e s  (RMA).
P a g e s  f i v e  a n d  s i x  o f  t h e  q u e s t i o n n a i r e  c o n t a i n e d  
t h e  f i n a n c i a l  s t a t e m e n t s .  The f i n a n c i a l  s t a t e m e n t s  
i n c l u d e d  two y e a r s  o f  b a l a n c e  s h e e t s ,  s t a t e m e n t s  o f  
i n c o m e  a n d  r e t a i n e d  e a r n i n g s ,  a n d  s t a t e m e n t s  o f  c h a n g e s  
i n  f i n a n c i a l  p o s i t i o n .  As w i l l  be  e x p l a i n e d  i n  m ore  
d e t a i l  l a t e r  i n  t h i s  c h a p t e r ,  t h e  f i n a n c i a l  s t a t e m e n t s  
w e r e  o b t a i n e d  by u s i n g  r a t i o  a v e r a g e s  c o m p u te d  b y  (RMA).
P a g e s  4 ,  5 ,  a n d  6 ,  c o n t a i n e d  m o s t  o f  t h e  f i n a n c i a l  
i n f o r m a t i o n a l  i t e m s  t h a t  b a n k e r s  f i n d  a s  b e i n g  t h e  
m o s t  i m p o r t a n t  i n  a  b a n k  l e n d i n g  d e c i s i o n  [ S t e p h e n s ,
1 9 8 0 ]  . S t e p h e n s  u t i l i z e d  t h e  D e l p h i  m e t h o d  t o  d e t e r m i n e  
t h e  r o l e  o f  f i n a n c i a l  i n f o r m a t i o n  i n  t h e  d e c i s i o n  p r o c e s s e s  
o f  b a n k  l e n d i n g  o f f i c e r s .  T h e s e  i t e m s  a r e  l i s t e d  on  
p a g e  5 5 .  The q u e s t i o n n a i r e  d o e s  n o t  i n c l u d e  c a s h  f l o w  
p r o j e c t i o n s  f o r  t h e  n e x t  tw o  t o  f i v e  y e a r s ,  w h ic h  was  
c o n s i d e r e d  i m p o r t a n t  i n  t h e  S t e p h e n s  s t u d y .  H o w e v e r ,  
t h i s  i t e m  w as  deem ed  u n n e c e s s a r y  a f t e r  d i s c u s s i n g  t h e  
q u e s t i o n n a i r e  w i t h  some c o m m e r c i a l  l o a n  o f f i c e r s .
I n  a d d i t i o n ,  C a r t e r  [1984]  f o u n d  t h a t  f i n a n c i a l  f o r e c a s t s  
d i d  n o t  i m p a c t  b a n k  l e n d i n g  d e c i s i o n s .  He c o n c l u d e d  
t h a t  t h e  h i s t o r i c a l  f i n a n c i a l  s t a t e m e n t s  a n d  o t h e r  
n o n - f i n a n c i a l  i n f o r m a t i o n  o v e r s h a d o w e d  t h e  e f f e c t  o f  
t h e  f i n a n c i a l  f o r e c a s t s .  C o h e n ,  G i l m o r e ,  a n d  S i n g e r  [1966]  
a l s o  n o t e d  t h a t  t h e  p o t e n t i a l  o f  a  new c u s t o m e r  r e l a t i o n s h i p  
w as  i m p o r t a n t  i n  a  l e n d i n g  d e c i s i o n .  T h e r e f o r e ,  t h i s  
p o t e n t i a l  w a s  n o t e d  i n  t h e  d e s c r i p t i o n  o f  t h e  com pany .
On t h e  s e v e n t h  a n d  l a s t  p a g e ,  some b a c k g r o u n d  
d a t a  w as  r e q u e s t e d  f r o m  t h e  r e s p o n d e n t .  T h i s  d a t a  
i n c l u d e d  t h e  r e s p o n d e n t ' s  e x p e r i e n c e  a n d  e d u c a t i o n ,  
t h e  s i z e  o f  t h e  b a n k ,  a n d  t h e  m e th o d  by w h i c h  l o a n s  
a r e  a p p r o v e d  a t  t h e  r e s p o n d e n t ' s  b a n k .  I n  a d d i t i o n ,  
t h e  b a n k e r s  w e r e  a s k e d  t o  r a t e  t h e  c a p i t a l  s t r u c t u r e  
o f  t h e  company w i t h o u t  t u r n i n g  b a c k  t o  t h e  p r e v i o u s
p a g e s  i n  t h e  q u e s t i o n n a i r e .  T h i s  q u e s t i o n  p r o v i d e d  
a  v a l i d i t y  c h e c k  o n  t h e  s u b j e c t s '  r e s p o n s e s .
The. Ma i l  in.g-.Pxp-Qfi.diuLe.^
To i n c r e a s e  t h e  r e s p o n s e  r a t e ,  f o l l o w - u p  p r o c e d u r e s  
o n  t h e  i n i t i a l  m a i l i n g  w e r e  e m p l o y e d .  A s t a m p e d  p o s t  
c a r d  w a s  p l a c e d  i n  t h e  e n v e l o p e  c o n t a i n i n g  t h e  i n i t i a l  
q u e s t i o n n a i r e .  The s u b j e c t s  w e r e  a s k e d  t o  p u t  t h e i r  
name a n d  a d d r e s s  o n  t h e  b a c k  o f  t h e  p o s t  c a r d  i f  t h e y  
w a n t e d  t o  r e c e i v e  t h e  r e s u l t s  o f  t h e  s t u d y .  A p o s t  
c a r d  r e m i n d e r  ( s e e  A p p e n d i x  B f o r  an  e x a m p l e )  was  m a i l e d  
t o  t h e  s a m p l e  g r o u p  o n e  w eek  a f t e r  t h e  i n i t i a l  m a i l i n g .  
T h e n ,  two w e e k s  a f t e r  t h e  i n i t a l  m a i l i n g  o f  t h e  q u e s t i o n ­
n a i r e ,  a  s e c o n d  q u e s t i o n n a i r e  w as  m a i l e d  t o  t h e  s u b j e c t s  
who d i d  n - t  w r i t e  t o  r e q u e s t  t h e  r e s u l t s  o f  t h e  s t u d y .
I f  t h e  s u b j e c t  w r o t e  t o  r e q u e s t  t h e  r e s u l t s  o f  t h e  
s t u d y ,  i t  w as  a s s u m e d  t h a t  t h e y  a l s o  r e s p o n d e d  t o  t h e  
q u e s t i o n n a i r e .  D u r i n g  t h e  f i r s t  two  w e e k s  a f t e r  t h e  
i n i t i a l  m a i l i n g  o f  t h e  q u e s t i o n n a i r e ,  t h e  number  o f  
p o s t  c a r d s  r e t u r n e d  w a s  a p p r o x i m a t e l y  e q u a l  t o  t h e  
num ber  o f  q u e s t i o n n a i r e s  r e t u r n e d .  T h u s ,  i t  a p p e a r e d  
t h a t  t h o s e  who r e q u e s t e d  t h e  r e s u l t s  o f  t h e  s u r v e y  
a l s o  r e s p o n d e d  t o  t h e  s u r v e y .
The  V a r i a b l e s  
T h r e e  i n d e p e n d e n t  v a r i a b l e s  a n d  t e n  d e p e n d e n t  
v a r i a b l e s  w e r e  u s e d  i n  t h i s  s t u d y .  T h i s  s e c t i o n  w i l l
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d i s c u s s  t h e s e  v a r i a b l e s  a n d  t h e  j u s t i f i c a t i o n  f o r  i n c l u d i n g  
th e m  i n  t h e  s t u d y .
The, i n d e p e n d e n t  V a r i a b l e s
The b a s i c  r e s e a r c h  d e s i g n  i s  a  3 x 2 x 2  f a c t o r i a l ,  
i l l u s t r a t e d  i n  T a b l e  4 .  The i n d e p e n d e n t  v a r i a b l e s ,  
w h i c h  a r e  r e p r e s e n t e d  i n  t h e  c o l u m n s  o f  t h e  t a b l e ,  
i n c l u d e  (1 )  t h e  t y p e  o f  a c c o u n t a n t ' s  r e p o r t ,  (2 )  t h e  
s i z e  o f  t h e  CPA f i r m ,  a n d  (3) t h e  c a p i t a l  s t r u c t u r e  
o f  t h e  b u s i n e s s  t h a t  i s  a p p l y i n g  f o r  t h e  l o a n .
T he  t y p e  o f  a c c o u n t a n t ' s  r e p o r t . The t y p e  o f  
r e p o r t  w a s  t h e  m a i n  i n d e p e n d e n t  v a r i a b l e  a n d  f o c a l  
p o i n t  o f  t h i s  s t u d y .  The l e v e l s  f o r  t h i s  v a r i a b l e  
a r e —- a n  a u d i t  r e p o r t ,  a  r e v i e w  r e p o r t ,  a  c o m p i l a t i o n  
r e p o r t ,  a n d  n o  a c c o u n t a n t ' s  r e p o r t .  P r i o r  r e s e a r c h  
h a s  n o t  shown t h a t  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e  s i g n i f ­
i c a n t l y  a f f e c t s  u s e r s '  d e c i s i o n s  ( s e e  C h a p t e r  2 ) .
H o w e v e r ,  d i f f e r e n t  m e s s a g e s  a r e  i n t e n d e d  by t h e  v a r i o u s  
t y p e s  o f  r e p o r t s .  P e r  e x a m i n a t i o n  o f  SSARS a n d  S t a t e m e n t s  
o n  A u d i t i n g  S t a n d a r d s ,  t h e  a c c o u n t a n t  a s s u m e s  m ore  
r e s p o n s i b i l i t y  f o r  a n d  g i v e s  m o re  a s s u r a n c e  on f i n a n c i a l  
s t a t e m e n t s  t h a t  a r e  a c c o m p a n i e d  by  a n  a u d i t  t h a n  a  
r e v i e w ,  a n d  a  r e v i e w  t h a n  a  c o m p i l a t i o n .  By s t u d y i n g  
t h i s  v a r i a b l e ,  some i n s i g h t  t o  t h e  i n f o r m a t i o n a l  c o n t e n t  
v a l u e  o f  t h e s e  r e p o r t s  o n  a  c o m p a r a t i v e  b a s i s  s h o u l d  




Type o f  Type o f  C a p i t a l
R e p o r t  CPA F i r m  S t r u c t u r e
A u d i t
I n t e r n a t i o n a l
S t r o n g
Weak
S m a l l  L o c a l
S t r o n g
Weak
R e v ie w
I n t e r n a t i o n a l
S t r o n g
Weak
S m a l l  L o c a l
S t r o n g
Weak
C o m p i l a t i o n
I n t e r n a t i o n a l
S t r o n g
Weak
S m a l l  L o c a l
S t r o n g
Weak
No
A c c o u n t a n t
A s s o c i a t i o n
None
S t r o n g
Weak
P r i o r  s t u d i e s  h a v e  n o t  shown t h a t  t h e  l e v e l  o f  a c c o u n ­
t a n t ' s  a s s o c i a t i o n  a f f e c t s  u s e r  d e c i s i o n s .  A p o t e n t i a l  
e x p l a n a t i o n  f o r  n o t  f i n d i n g  a  d e c i s i o n  i m p a c t  may be  
d u e  i n  p a r t  t o  t h e  m e t h o d o l o g i c a l  d e s i g n s  o f  t h e  p r i o r  
s t u d i e s .  T h i s  s t u d y  a t t e m p t s  t o  im p r o v e  o n  t h o s e  d e s i g n s  
by i n c l u d i n g  tw o  a d d i t i o n a l  i n d e p e n d e n t  v a r i a b l e s  t h a t  
h a v e  a n  i m p a c t  on  u s e r  d e c i s i o n s ,  a n d  t h e r e b y  d e c r e a s e  
t h e  e x p e r i m e n t a l  e r r o r  o f  t h e  m o d e l .
The s i z e  o f  th e  _GPA f i r m . The CPA f i r m ' s  s i z e  w as  
t h e  s e c o n d  m a n i p u l a t i v e  v a r i a b l e .  As n o t e d  i n  C h a p t e r  
2 ,  some r e s e a r c h e r s  h a v e  p r e s e n t e d  t h e o r e t i c a l  a r g u m e n t s  
t h a t  l a r g e  CPA f i r m s  p r o v i d e  a u d i t s  w h i c h  a r e  p e r c e i v e d  
t o  be  o f  a  h i g h e r  q u a l i t y  t h a n  a u d i t s  p e r f o r m e d  by s m a l l e r  
f i r m s .  Most  o f  t h e  e v i d e n c e  i n  s u p p o r t  o f  t h e s e  a r g u m e n t s  
i s  a n e c d o t a l .  The num ber  o f  r e s e a r c h  s t u d i e s  i n v e s t i g a t i n g  
t h e  e f f e c t  o f  t h e  s i z e  o f  t h e  CPA f i r m  h a s  b e e n  l i m i t e d .  
H o w e v e r ,  W a l l a c e  [ 1 9 7 8 ]  a n d  W i l s o n  [1 9 8 2 ]  showed t h a t  
t h e  s i z e  o f  t h e  a u d i t o r  s i g n i f i c a n t l y  a f f e c t s  bond  r a t i n g s  
f o r  m u n i c i p a l i t i e s .  M c K i n le y ,  P a n y ,  a n d  R e c k e r s  [1 9 8 4 ]  
a l s o  f o u n d  t h a t  t h e  t y p e  o f  CPA f i r m  d i d  a f f e c t  t h e  p e r c e p ­
t i o n s  o f  l o a n  o f f i c e r s  o n  a u d i t e d  f i n a n c i a l  s t a t e m e n t s .
The  e f f e c t  o f  t h e  s i z e  o f  t h e  a c c o u n t a n t  on  u s e r s '  d e c i s i o n s  
h a s  n o t  b e e n  t e s t e d  i n  t h e  c o n t e x t  o f  t h e  c o m p i l a t i o n  
a n d  r e v i e w  r e p o r t s .  The S t r u p e c k  a n d  F i g l e w i c z  [1 9 8 4 ]  
s u r v e y  f o u n d  t h a t  b a n k e r s  i n d i c a t e d  t h e  CPA f i r m  p r o v i d i n g  
t h e  s e r v i c e  w as  a n  i m p o r t a n t  f a c t o r  i n  m a k i n g  a  l e n d i n g
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d e c i s i o n .  The s i z e  o f  t h e  a c c o u n t i n g  f i r m  w a s  m a n i p u l a t e d  
a t  tw o  l e v e l s — l a r g e  i n t e r n a t i o n a l  a n d  l o c a l .  S i n c e  
t h e  e f f e c t  o f  t h i s  v a r i a b l e  o n  a  l e n d i n g  d e c i s i o n  i s  
v i r t u a l l y  unknow n ,  t h e  s i z e  o f  t h e  a c c o u n t i n g  f  i rm  was  
m a n i p u l a t e d  a t  tw o  q u i t e  d i f f e r e n t  l e v e l s .  The l o c a l  
CPA f i r m  w as  d e s c r i b e d  i n  t h e  q u e s t i o n n a i r e  a s  a  l o c a l  
CPA f i r m ,  w h o s e  r e p u t a t i o n  was  unknown t o  t h e  b a n k  l e n d i n g  
o f f i c e r .
The c a p i t a l  s t r u c t u r e . The c a p i t a l  s t r u c t u r e  o f  
t h e  company w as  t h e  t h i r d  i n d e p e n d e n t  v a r i a b l e .  The 
r e s u l t s  o f  t h e  A r n o l d  a n d  Diamond [1981]  s t u d y  i n d i c a t e d  
t h a t  t h e  c u s t o m e r ' s  c u r r e n t  c a p i t a l  s t r u c t u r e  w as  r a t e d  
by b a n k  l e n d i n g  o f f i c e r s  a s  t h e  s e c o n d  m o s t  i m p o r t a n t  
v a r i a b l e  i n  s e l e c t i n g  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e  
f o r  a  p r o s p e c t i v e  c u s t o m e r .  Loan  s i z e  w as  r a n k e d  f i r s t . 
B e c a u s e  o f  t h e  i m p o r t a n c e  o f  t h e  c a p i t a l  s t r u c t u r e ,  i t  
was  i n c l u d e d  i n  t h i s  s t u d y .  As i n  t h e  c a s e  o f  t h e  t y p e  
o f  CPA f i r m ,  t h e  c a p i t a l  s t r u c t u r e  h a s  n o t  b e e n  a n a l y z e d  
i n  p r e v i o u s  s t u d i e s  w h i c h  h a v e  a t t e m p t e d  t o  d e t e r m i n e  
w h e t h e r  t h e  t y p e  o f  a c c o u n t a n t ' s  r e p o r t  a f f e c t s  u s e r  
d e c i s i o n s .
The c a p i t a l  s t r u c t u r e  w a s  s e t  a t  two l e v e l s — s t r o n g  
a n d  w e a k .  The a m o u n t s  a p p e a r i n g  o n  t h e  f i n a n c i a l  s t a t e m e n t s  
o f  t h e s e  two h y p o t h e t i c a l  c o m p a n i e s  w e r e  o b t a i n e d  by 
u s i n g  t h e  r a t i o s  p u b l i s h e d  by R o b e r t  M o r r i s  A s s o c i a t e s  
(RMA) i n  S t a t e m e n t  S t u d i e s  [ 1 9 8 3 ] .  S p e c i f i c a l l y ,  t h e
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company w i t h  t h e  s t r o n g  c a p i t a l  s t r u c t u r e  h a d  a  d e b t / e q u i t y  
r a t i o  e q u a l  t o  t h e  u p p e r  q u a r t i l e  r a t i o  g i v e n  by  RMA, 
a n d  t h e  company w i t h  t h e  weak c a p i t a l  s t r u c t u r e  h a d  a 
d e b t / e q u i t y  r a t i o  e q u a l  t o  t h e  l o w e r  q u a r t i l e  r a t i o  g i v e n  
by RMA. RMA o b t a i n e d  t h e  u p p e r  q u a r t i l e  r a t i o s  by t a k i n g  
" t h e  f i g u r e  t h a t  f a l l s  h a l f w a y  b e t w e e n  t h e  m e d i a n  a n d  
t h e  s t r o n g e s t  r a t i o "  f r o m  t h e i r  s a m p l e ,  a n d  t h e  l o w e r  
q u a r t i l e  r a t i o s  w e r e  o b t a i n e d  by t a k i n g  " t h e  f i g u r e  t h a t  
f a l l s  h a l f w a y  b e t w e e n  t h e  m e d i a n  a n d  t h e  w e a k e s t  r a t i o "
[RMA, 1 9 8 3 ,  p . 7 ] .  The c a p i t a l  s t r u c t u r e s  f o r  t h e  two 
c o m p a n i e s  t h a t  w e r e  i n c l u d e d  i n  t h e  q u e s t i o n n a i r e  w e r e  
q u i t e  d i f f e r e n t  so  a s  t o  b e t t e r  t e s t  t h e  e f f e c t  o f  t h e  
c a p i t a l  s t r u c t u r e  o n  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e  t h a t  
s h o u l d  be o b t a i n e d .  H o w e v e r , t h e  c a p i t a l  s t r u c t u r e s  
a r e  n o t  s o  d i f f e r e n t  a s  t o  make o n e  o r  b o t h  o f  t h e  c o m p a n i e s  
t o o  a t y p i c a l .  I n  a d d i t i o n ,  t h e  company h a v i n g  t h e  w e a k e r  
c a p i t a l  s t r u c t u r e  w as  n o t  made t o o  w eak  s o  a s  t o  p r e c l u d e  
a  b a n k  l o a n .
To i s o l a t e  t h e  e f f e c t  o f  t h e  c a p i t a l  s t r u c t u r e ,  
t h e  in c o m e  s t a t e m e n t s  f o r  t h e  two c o m p a n i e s  w e r e  i d e n t i c a l  
t h r o u g h  " o p e r a t i n g  i n c o m e . " The  i n t e r e s t  e x p e n s e  d i f f e r e d  
b e c a u s e  o f  t h e  d i f f e r e n c e  i n  t h e  d e b t / e q u i t y  r a t i o .
The  company w i t h  t h e  s t r o n g  c a p i t a l  s t r u c t u r e  h a d  l e s s  
d e b t ,  a n d  t h e r e f o r e  i t s  in co m e  s t a t e m e n t  h a d  l e s s  i n t e r e s t  
e x p e n s e  t h a n  t h e  com pany  w i t h  t h e  w eak  c a p i t a l  s t r u c t u r e .
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P r i o r  t o  p r e t e s t i n g  t h e  r e s e a r c h  i n s t r u m e n t ,  d i s ­
c u s s i o n s  w e r e  h e l d  w i t h  some c o m m e r c i a l  b a n k  l e n d i n g  
o f f i c e r s .  They  f e l t  t h a t  t h e  s i z e  o f  t h e  com pany  ( a s s e t s  
o f  $ 8 9 0 , 7 0 0  a n d  s a l e s  o f  $ 3 , 4 0 0 , 0 0 0 )  i n c l u d e d  i n  t h e  
q u e s t i o n n a i r e  w o u l d  be  a  g o o d  c a n d i d a t e  f o r  a l i n e  o f  
c r e d i t .  They  a l s o  s t a t e d  t h a t  t h i s  s i z e  o f  com pany  w o u ld  
r e q u i r e  d i f f e r e n t  r e p o r t s  u n d e r  v a r i o u s  c i r c u m s t a n c e s .
T h a t  i s ,  t h e  c o m p a n i e s  w e r e  n o t  so  l a r g e  t h a t  b a n k  l e n d i n g  
o f f i c e r s  w o u l d  a l w a y s  r e q u i r e  a n  a u d i t  t o  e v a l u a t e  a 
l o a n  p r o p o s a l ,  a n d  n o t  so  s m a l l  t h a t  t h e y  w o u ld  n e v e r  
r e q u i r e  a n  a u d i t .
The t y p e  o f  com pany  s e l e c t e d  f o r  t h e  l o a n  p r o p o s a l  
w a s  a n  o f f i c e  e q u i p m e n t  a n d  s u p p l i e s  r e t a i l i n g  f i r m .
The l o a n  o f f i c e r s  s t a t e d  t h a t  t h i s  t y p e  o f  b u s i n e s s  w as  
a  g o o d  p r o s p e c t  f o r  a  l i n e  o f  c r e d i t .  They  a l s o  i n d i c a t e d  
t h a t  t h e  l i n e  o f  c r e d i t  w o u l d  be n o r m a l l y  s e c u r e d  by 
c u r r e n t  a c c o u n t s  r e c e i v a b l e  a n d  s o m e t i m e s  by  i n v e n t o r y .  
T h e r e f o r e ,  t h e  q u e s t i o n n a i r e  s t a t e d  t h a t  t h e  l i n e  o f  
c r e d i t  w as  s e c u r e d  by  a c c o u n t s  r e c e i v a b l e .
nkJZaEiafelfifi
T en  d e p e n d e n t  v a r i a b l e s  w e r e  u s e d  i n  t h i s  s t u d y .
Two o f  t h e s e  v a r i a b l e s  r e q u i r e d  t h e  s u b j e c t  t o  make a 
l e n d i n g  d e c i s i o n .  The o t h e r  e i g h t  v a r i a b l e s  w e r e  d e s i g n e d  
t o  t e s t  t h e  b a n k e r s '  p e r c e p t i o n s  c o n c e r n i n g  c e r t a i n  
a t t r i b u t e s  a s s o c i a t e d  w i t h  t h e  t y p e s  o f  a c c o u n t i n g  r e p o r t s .
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T h e d e c i s i o n  v a r i a b l e s . The m a i n  d e p e n d e n t  v a r i a b l e s  
i n  t h i s  s t u d y  w e r e  t h e  s i z e  o f  t h e  l o a n  a n d  t h e  i n t e r e s t  
r a t e  p r e m iu m s  t h a t  t h e  b a n k e r s  reco m m en d .  The s u b j e c t s  
w e r e  a s k e d  t o  s t a t e  t h e  maximum am o u n t  o f  l i n e  o f  c r e d i t  
t h a t  t h e y  w o u ld  be  w i l l i n g  t o  g r a n t  t h e  company a n d  t h e  
minimum i n t e r e s t  r a t e ,  s t a t e d  a s  a n  a m o u n t  a b o v e  p r i m e ,  
t h a t  t h e y  w o u ld  c h a r g e .
I n  p r e v i o u s  r e s e a r c h  ( J o h n s o n ,  P a n y ,  a n d  W h i t e  [1983]  
a n d  H i c k s  [ 1 9 8 2 ] )  t h a t  e x a m i n e d  t h e  e f f e c t  o f  c o m p i l a t i o n s  
a n d  r e v i e w s  o n  b a n k  l e n d i n g  d e c i s i o n s ,  t h e  s u b j e c t s  w e r e  
p r e s e n t e d  w i t h  a  l o a n  p r o p o s a l  a n d  t h e n  w e r e  a s k e d  t o  
a c c e p t  o r  r e j e c t  t h e  p r o p o s a l . T h a t  i s ,  t h e  s i z e  o f  
t h e  l o a n  w as  n o t  i n c l u d e d  a s  a  v a r i a b l e . 1 The s t u d i e s  
by  A r n o l d  a n d  Diamond [ 1 9 8 1 ]  a n d  S t r u p e c k  a n d  F i g l e w i c z  
[1984]  b o t h  i n d i c a t e d  t h a t  l o a n  s i z e  w as  t h e  m o s t  i m p o r t a n t  
f a c t o r  i n  c o n s i d e r i n g  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e  
t h a t  a  p r o s p e c t i v e  c u s t o m e r  s h o u l d  o b t a i n .  T h e r e f o r e ,  
t h e  m a in  d e p e n d e n t  v a r i a b l e  f o r  t h i s  r e s e a r c h  p r o j e c t  
w a s  t h e  s i z e  o f  t h e  l o a n .  A l i n e  o f  c r e d i t  d e c i s i o n  
g i v e s  t h e  b a n k e r  some f l e x i b i l i t y  i n  d e t e r m i n i n g  t h e  
a m o u n t  t o  l e n d .  P e r  d i s c u s s i o n  w i t h  f o u r  c o m m e r c i a l  
b a n k  l e n d i n g  o f f i c e r s ,  t h e  i n t e r e s t  r a t e  i s  n o r m a l l y
*An e x c e p t i o n  w o u l d  be  H i c k s  [ 1 9 8 2 ] .  She  u s e d  t h e  r e v i e w  
r e p o r t  i n  h e r  s t u d y ,  b u t  d i d  n o t  i n c l u d e  a  c o m p i l a t i o n .  
A l t h o u g h  s h e  d i d  r e q u e s t  t h e  b a n k e r s  t o  make a  y e s / n o  
d e c i s i o n  on  a s p e c i f i c  l o a n  a m o u n t ,  s h e  a l s o  a s k e d  
t h e  b a n k e r s  t o  i n d i c a t e  t h e  maximum am o u n t  t h a t  t h e y  
w o u l d  l o a n  t o  t h e  c u s t o m e r  i f  t h e y  r e j e c t e d  t h e  o r i g i n a l  
l o a n  p r o p o s a l .
s p e c i f i e d  when a  l i n e  o f  c r e d i t  i s  g r a n t e d ,  b u t  t h e  1<an 
o f f i c e r  i s  s e ld o m  a s k e d  t o  s t a t e  t h e  maximum am oun t  t h a t  
h e  w o u l d  l e n d .  N o r m a l l y ,  t h e  b o r r o w e r  w i l l  a s k  f o r  a 
p a r t i c u l a r  a m o u n t .  H o w ev e r ,  w i t h o u t  s u c h  a  c o n t r o l l e d  
e x p e r i m e n t ,  t h e  i n f o r m a t i o n a l  v a l u e  o f  t h e  r e p o r t s  w o u ld  
be i m p o s s i b l e  t o  m e a s u r e .  I n  a d d i t i o n ,  a  b a n k  l e n d i n g  
o f f i c e r  s h o u l d  b e  a b l e  t o  e s t i m a t e  a  l i n e  o f  c r e d i t  a m o u n t ,  
a n d  w h i l e  n o t  c u s t o m a r y ,  s h o u l d  n o t  i m p a i r  t h e  r e a l i s m  
o f  t h e  t a s k .
A p u r p o s e  o f  t h e  a t t e s t  f u n c t i o n  i s  t o  a d d  c r e d i b i l i t y  
t o  t h e  f i n a n c i a l  s t a t e m e n t s .  T h a t  i s ,  t h e  a t t e s t  f u n c t i o n  
a s s i s t s  t h e  u s e r  i n  e v a l u a t i n g  t h e  q u a l i t y  o f  i n f o r m a t i o n  
t h a t  i s  b e i n g  r e c e i v e d  [ C o m m i t t e e  On B a s i c  A u d i t i n g  
C o n c e p t s ,  1 9 7 3 ]  . F i n a n c i a l  s t a t e m e n t s  a c c o m p a n i e d  by 
a n  a u d i t  s h o u l d  h a v e  l e s s  b i a s  a n d  be  m o re  f i n e  ( i . e . ,  
p r o v i d e  m o re  i n f o r m a t i o n )  t h a n  u n a u d i t e d  f i n a n c i a l  
s t a t e m e n t s  [Ng,  1 9 7 8 ] .  I n  a d d i t i o n ,  a  r e v i e w  s h o u l d  
r e s u l t  i n  f i n a n c i a l  s t a t e m e n t s  t h a t  c o n t a i n  l e s s  b i a s  
a n d  t h a t  a r e  f i n e r  t h a n  a  c o m p i l a t i o n .  T h u s ,  t h e  am ount  
o f  r i s k  t o  t h e  b a n k  s h o u l d  d e c r e a s e  a s  t h e  l e v e l  o f  
a c c o u n t i n g  s e r v i c e  i n c r e a s e s ,  a s s u m i n g  a l l  o t h e r  f a c t o r s  
r e m a i n  c o n s t a n t .  I n  t h e o r y ,  t h e  r i s k i e r  t h e  com pany ,  
t h e  h i g h e r  t h e  r i s k  p rem iu m  w h i c h  i s  c h a r g e d  by t h e  bank  
[Cohen a n d  Hammer, 1 9 6 6 ]  . "A r i s k  p rem iu m  i s  t h e  a d d i t i o n a l  
i n t e r e s t  r a t e  w h i c h  t h e  b o r r o w e r  m u s t  p a y  t o  c o m p e n s a t e  
t h e  l e n d e r  f o r  t h e  p o s s i b i l i t y  t h a t  t h e  l o a n  may go i n t o
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d e f a u l t "  [Cohen  a n d  Hammer, 1 9 6 6 ,  p .  3 8 3 ] .  C o n s e q u e n t l y ,
c e t e r i s  p a r i b u s ,  a  l o a n  d e c i s i o n  b a s e d  o n  f i n a n c i a l
s t a t e m e n t s  a c c o m p a n i e d  by a n  a c c o u n t a n t ' s  r e p o r t  w i t h
a  l o w e r  a s s u r a n c e  l e v e l  ( e . g . ,  a  c o m p i l a t i o n )  s h o u l d
r e s u l t  i n  a  h i g h e r  r i s k  p rem ium  t h a n  when t h e  s t a t e m e n t s
a r e  a c c o m p a n i e d  by  a  r e p o r t  w i t h  a  g r e a t e r  a s s u r a n c e
l e v e l  ( e . g . ,  a n  a u d i t ) .
The p e r c e p t i o n  v a r i a b l e s . E i g h t  p e r c e p t i o n  v a r i a b l e s
w e r e  u s e d  i n  t h i s  s t u d y .  One o f  t h e s e  v a r i a b l e s  e x a m i n e d
w h e t h e r  t h e  b a n k  l o a n  o f f i c e r  c a n  d i s t i n g u i s h  b e t w e e n
t h e  a m o u n t  o f  r e s p o n s i b i l i t y  t h e  a c c o u n t a n t  i s  a s s u m i n g
i n  t h e  v a r i o u s  t y p e s  o f  a c c o u n t i n g  s e r v i c e s .  SSARS s t a t e s
t h e  f o l l o w i n g :
M an ag em en t ,  s h a r e h o l d e r s ,  c r e d i t  g r a n t o r s ,  a n d  o t h e r s  
who u s e  f i n a n c i a l  s t a t e m e n t s  s h o u l d  b e  a b l e  t o  r e a d i l y  
i d e n t i f y  t h e  d e g r e e  o f  r e s p o n s i b i l i t y ,  i f  a n y ,  t h e  
a c c o u n t a n t  i s  t a k i n g  w i t h  r e s p e c t  t o  s u c h  f i n a n c i a l  
s t a t e m e n t s .  [ARSC, 1 9 8 3 ,  p a r .  5]
T h e r e f o r e ,  a c c o r d i n g  t o  SSARS, t h e  u s e r s  s h o u l d  be a b l e
t o  d i s t i n g u i s h  a  d i f f e r e n c e  i n  t h e  am oun t  o f  r e s p o n s i b i l i t y
t h a t  t h e  a c c o u n t a n t  i s  a s s u m i n g  b e t w e e n  e a c h  l e v e l  o f
a c c o u n t i n g  s e r v i c e .  W h e t h e r  o r  n o t  t h e  u s e r  c a n  p e r c e i v e
a  d i f f e r e n c e  i n  t h e  a m o u n t  o f  r e s p o n s i b i l i t y  t h a t  t h e
a c c o u n t a n t  i s  a s s u m i n g  i n  t h e  v a r i o u s  t y p e s  o f  s e r v i c e s
h a s  n o t  b e e n  t e s t e d  i n  p r i o r  r e s e a r c h .
As n o t e d  e a r l i e r ,  d i f f e r e n t  a s s u r a n c e  l e v e l s  a r e
g i v e n  i n  t h e  v a r i o u s  t y p e s  o f  r e p o r t s .  I n  a c o m p i l a t i o n ,
t h e  a c c o u n t a n t  i s  n o t  g i v i n g  a n y  a s s u r a n c e  o n  t h e  f i n a n c i a l
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s t a t e m e n t s ,  b u t  i n  a  r e v i e w ,  t h e  a c c o u n t a n t  i s  e x p r e s s i n g  
l i m i t e d  a s s u r a n c e  t h a t  t h e  s t a t e m e n t s  a r e  i n  c o n f o r m i t y  
w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  [ARSC,
1 9 8 3 ,  p a r .  4 ] .  I n  a n  u n q u a l i f i e d  a u d i t  r e p o r t ,  t h e  
a c c o u n t a n t  e x p r e s s e s  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  a r e  
p r e s e n t e d  i n  c o n f o r m i t y  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s  [ASB, 1 9 8 4 ] .  T h e r e f o r e ,  i f  t h e  m e s s a g e s  f ro m  
t h e  v a r i o u s  t y p e s  o f  r e p o r t s  a r e  b e i n g  s e n t  a n d  r e c e i v e d  
p r o p e r l y ,  t h e n  t h e  u s e r s  s h o u l d  b e  a b l e  t o  n o t e  t h e  
d i f f e r e n c e s  i n  l e v e l s  o f  a s s u r a n c e  t h a t  t h e  s t a t e m e n t s  
a r e  p r e s e n t e d  i n  c o n f o r m i t y  w i t h  GAAP. I n  a d d i t i o n ,  
t h e  a m o u n t  o f  c o n f i d e n c e  t h a t  t h e  l o a n  o f f i c e r  h a s  t h a t  
t h e  f i n a n c i a l  s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  
w i t h  GAAP w a s  a l s o  i n v e s t i g a t e d .
The o t h e r  p e r c e p t i o n  v a r i a b l e s  i n  t h e  s t u d y  d e a l t  
w i t h  w h e t h e r  t h e  b a n k  l o a n  o f f i c e r s  c o u l d  d i s t i n g u i s h  
b e t w e e n  t h e  am o u n t  o f  t e s t i n g  t h a t  w as  p e r f o r m e d  i n  t h e  
d i f f e r e n t  l e v e l s  o f  s e r v i c e .  B e f o r e  t h e  i s s u a n c e  o f  
SSARS No. 1 . u n a u d i t e d  f i n a n c i a l  s t a t e m e n t s  w e r e  c r i t i c i z e d  
b e c a u s e  t h e  am o u n t  o f  w o rk  t h a t  t h e  a c c o u n t a n t  p e r f o r m e d  
o n  t h e  f i n a n c i a l  s t a t e m e n t s  w a s  v a g u e  [ C a r m i c h a e l ,  1 9 7 4 ] .
P e r  e x a m i n a t i o n  o f  SSARS, t h e  minimum am o u n t  o f  t e s t i n g  
p e r f o r m e d  by  t h e  a c c o u n t a n t  v a r i e s  a c c o r d i n g  t o  t h e  t y p e  
o f  a c c o u n t i n g  s e r v i c e .  F o r  e x a m p l e ,  i n q u i r y  a n d  a n a l y t i c a l  
p r o c e d u r e s  a r e  r e q u i r e d  f o r  an  a u d i t  a n d  a r e v i e w ,  b u t  
n o t  f o r  a  c o m p i l a t i o n .  The s t u d y  o f  i n t e r n a l  c o n t r o l
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i s  n o r m a l l y  n e c e s s a r y  f o r  a n  a u d i t r b u t  n o t  f o r  a  r e v i e w  
o r  a  c o m p i l a t i o n ®  I n  a d d i t i o n ,  a n  a u d i t  r e q u i r e s  a  d e t a i l e d  
e x a m i n a t i o n  o f  t h e  a c c o u n t i n g  r e c o r d s ,  a n  a t t o r n e y ' s  
r e p r e s e n t a t i o n  l e t t e r ,  a n d  a  c l i e n t ' s  r e p r e s e n t a t i o n  
l e t t e r ,  w h i l e  n e i t h e r  a  r e v i e w  n o r  a  c o m p i l a t i o n  r e q u i r e  
a n y  o f  t h e s e  p r o c e d u r e s .  The l o a n  o f f i c e r s '  p e r c e p t i o n s  
f o r  e a c h  o f  t h e  a b o v e  m e n t i o n e d  p r o c e d u r e s  ( i . e . ,  i n q u i r y ,  
a n a l y t i c a l  r e v i e w ,  c o m p l i a n c e  t e s t s ,  a n d  s u b s t a n t i v e  
t e s t  o f  d e t a i l s )  w e r e  e x a m i n e d .
H y p o t h e s e s
The f i r s t  tw o  h y p o t h e s e s  d e a l  w i t h  t h e  e f f e c t  o f  
t h e  m a i n  m a n i p u l a t i v e  v a r i a b l e — t h e  t y p e  o f  a c c o u n t a n t ' s  
r e p o r t — on a b a n k  l e n d i n g  d e c i s i o n .  The n e x t  e i g h t  
h y p o t h e s e s  t e s t  t h e  e f f e c t  o f  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  on  t h e  p e r c e p t i o n s  o f  t h e  b a n k  l e n d i n g  o f f i c e r s .
The f i r s t  t e n  h y p o t h e s e s  t e s t  t h e  e f f e c t  o f  t h i s  i n d e p e n ­
d e n t  v a r i a b l e  on e a c h  o f  t h e  t e n  d e p e n d e n t  v a r i a b l e s .
H i :  The  t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  no  e f f e c t
o n  t h e  l i n e  o f  c r e d i t  a p p r o v e d  by  t h e  b an k  
l o a n  o f f i c e r s .
H2: The  t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  no  e f f e c t
on  t h e  i n t e r e s t  r a t e  recom m ended  o n  t h e  l i n e  
o f  c r e d i t .
H3: The  t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  n o  e f f e c t
o n  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  
t h e  a m o u n t  o f  r e s p o n s i b i l i t y  t h a t  t h e  a c c o u n t a n t  
i s  a s s u m i n g  f o r  t h e  f i n a n c i a l  s t a t e m e n t s .
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H4: The t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  no  e f f e c t
on t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  
t h e  am o u n t  o f  a s s u r a n c e  t h e  a c c o u n t a n t  i s  
p r o v i d i n g  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  a r e  
p r e s e n t e d  i n  a c c o r d a n c e  w i t h  GAAP.
H5: T he  t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  no  e f f e c t
o n  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  
t h e  a m o u n t  o f  c o n f i d e n c e  t h a t  t h e y  h a v e  t h a t  
t h e  f i n a n c i a l  s t a t e m e n t s  a r e  p r e s e n t e d  i n  
a c c o r d a n c e  w i t h  GAAP.
H6: T he  t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  n o  e f f e c t
on  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  
t h e  a m o u n t  o f  a n a l y t i c a l  r e v i e w  p r o c e d u r e s  
t h a t  w e r e  p e r f o r m e d  by  t h e  a c c o u n t a n t .
H7: T he  t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  no  e f f e c t
on  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  
t h e  a m o u n t  o f  s u b s t a n t i v e  t e s t s  o f  d e t a i l s  
t h a t  w e r e  p e r f o r m e d  by  t h e  a c c o u n t a n t .
H8: T he  t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  n o  e f f e c t
on  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  
t h e  a m o u n t  o f  c o m p l i a n c e  t e s t s  t h a t  w e r e  
p e r f o r m e d  by t h e  a c c o u n t a n t .
H9: The  t y p e  o f  a c c o u n t i n g  r e p o r t  h a s  no  e f f e c t
on  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  
t h e  am o u n t  o f  i n q u i r i e s  t h a t  w e r e  p e r f o r m e d  
by t h e  a c c o u n t a n t .
H10: When a n c h o r i n g  o n  a n  a u d i t  r e p o r t ,  t h e  b an k  
l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  t h e  am o u n t  
o f  c o n f i d e n c e  t h a t  t h e y  h a v e  t h a t  t h e  f i n a n c i a l  
s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  
GAAP a r e  n o t  a f f e c t e d  by  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t . 2
The n e x t  t e n  h y p o t h e s e s  a r e  d e s i g n e d  t o  t e s t  t h e  
e f f e c t  o f  t h e  s e c o n d  i n d e p e n d e n t  v a r i a b l e — t h e  s i z e  o f  
t h e  a c c o u n t i n g  f i r m — on t h e  d e p e n d e n t  v a r i a b l e s .
H l l : The  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  no  e f f e c t  
on  t h e  l i n e  o f  c r e d i t  a p p r o v e d .
2 T h i s  a n c h o r i n g  p r o c e d u r e  i s  e x p l a i n e d  o n  p a g e s  1 1 0  an d  
111.
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H i 2:  T h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  n o  e f f e c t
o n  t h e  i n t e r e s t  r a t e  reco m m en d ed  o n  t h e  l i n e  
o f  c r e d i t .
H l3s  T h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  no  e f f e c t
o n  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t
t h e  a m o u n t  o f  r e s p o n s i b i l i t y  t h a t  t h e  a c c o u n t a n t  
i s  a s s u m i n g  f o r  t h e  f i n a n c i a l  s t a t e m e n t s .
H I 4:  T h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  n o  e f f e c t
o n  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t
t h e  am o u n t  o f  a s s u r a n c e  t h e  a c c o u n t a n t  i s  
p r o v i d i n g  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  a r e  
p r e s e n t e d  i n  a c c o r d a n c e  w i t h  GAAP.
H i 5 :  T h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  no  e f f e c t
on  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t
t h e  am o u n t  o f  c o n f i d e n c e  t h a t  t h e y  h a v e  t h a t  
t h e  f i n a n c i a l  s t a t e m e n t s  a r e  p r e s e n t e d  i n  
a c c o r d a n c e  w i t h  GAAP.
H 1 6 : T h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  n o  e f f e c t
on  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t
t h e  am o u n t  o f  a n a l y t i c a l  r e v i e w  p r o c e d u r e s  
t h a t  w e r e  p e r f o r m e d  by  t h e  a c c o u n t a n t .
H17: T h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  no  e f f e c t
o n  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t
t h e  a m o u n t  o f  s u b s t a n t i v e  t e s t s  o f  d e t a i l s  
t h a t  w e r e  p e r f o r m e d  by t h e  a c c o u n t a n t .
H I8 :  T h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  n o  e f f e c t
o n  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t
t h e  am o u n t  o f  c o m p l i a n c e  t e s t s  t h a t  w e r e  p e r f o r m e d  
by  t h e  a c c o u n t a n t .
H i 9:  T he  s i z e  o f  t h e  a c c o u n t i n g  f i r m  h a s  n o  e f f e c t
on  t h e  b a n k  l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t
t h e  am o u n t  o f  i n q u i r i e s  t h a t  w e r e  p e r f o r m e d  
by  t h e  a c c o u n t a n t .
H20: When a n c h o r i n g  o n  a n  a u d i t  r e p o r t ,  t h e  b an k  
l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  t h e  a m o u n t  
o f  c o n f i d e n c e  t h a t  t h e y  h a v e  t h a t  t h e  f i n a n c i a l  
s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  
GAAP a r e  n o t  a f f e c t e d  by t h e  s i z e  o f  t h e  
a c c o u n t i n g  f  i r m .
The n e x t  tw o  h y p o t h e s e s  t e s t  t h e  e f f e c t  o f  t h e  t h i r d
i n d e p e n d e n t  v a r i a b l e — c a p i t a l  s t r u c t u r e .  The c a p i t a l
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s t r u c t u r e  o f  t h e  f i r m  h a d  no  e f f e c t  o n  t h e  e i g h t  p e r c e p t i o n  
v a r i a b l e s  b e c a u s e  t h e  q u e s t i o n s  c o n c e r n i n g  t h e  p e r c e p t i o n  
v a r i a b l e s  w e r e  a s k e d  o n  t h e  f i r s t  p a g e  o f  t h e  q u e s t i o n n a i r e ,  
w h i c h  i m m e d i a t e l y  f o l l o w e d  t h e  a c c o u n t a n t ' s  r e p o r t .
The r e s p o n d e n t  w a s  a s k e d  t o  a n s w e r  t h e s e  q u e s t i o n s  w i t h o u t  
r e f e r r i n g  t o  t h e  f i n a n c i a l  d a t a  c o n t a i n e d  o n  t h e  f o l l o w i n g  
p a g e s  o f  t h e  q u e s t i o n n a i r e .  T h e r e f o r e ,  t h e  c a p i t a l  
s t r u c t u r e  s h o u l d  h a v e  no e f f e c t  on t h e s e  p e r c e p t i o n  
v a r i a b l e s .
H21: The  c a p i t a l  s t r u c t u r e  o f  t h e  b u s i n e s s  h a s  no
e f f e c t  on  t h e  l i n e  o f  c r e d i t  a p p r o v e d .
H22: T he  c a p i t a l  s t r u c t u r e  o f  t h e  b u s i n e s s  h a s  no
e f f e c t  on  t h e  i n t e r e s t  r a t e  r e c o m m en d e d .
The n e x t  s e t  o f  h y p o t h e s e s  d e a l s  w i t h  t h e  e f f e c t  
o f  t h e  i n t e r a c t i o n  o f  t h e  t y p e  o f  a c c o u n t i n g  r e p o r t  a n d  
t h e  t y p e  o f  a c c o u n t i n g  f i r m .  The a d v a n t a g e  o f  a  f a c t o r i a l  
e x p e r i m e n t ,  a s  o p p o s e d  t o  t e s t i n g  t h e  e f f e c t  o f  e a c h  
i n d e p e n d e n t  v a r i a b l e  s e p a r a t e l y ,  i s  t h e  a b i l i t y  t o  d e t e c t  
s i g n i f i c a n t  i n t e r a c t i o n s  [K le in b a u m  a n d  K u p p e r ,  1 9 7 8 ] .
H23: T he  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  n o  e f f e c t  o n  t h e  l i n e  o f  c r e d i t  a p p r o v e d .
H24: The  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  n o  e f f e c t  on  t h e  i n t e r e s t  r a t e  re c o m m e n d e d .
H25: The  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  n o  e f f e c t  o n  t h e  b a n k  l o a n  o f f i c e r s ' p e r ­
c e p t i o n s  a b o u t  t h e  a m o u n t  o f  r e s p o n s i b i l i t y  
t h a t  t h e  a c c o u n t a n t  i s  a s s u m i n g  f o r  t h e  f i n a n c i a l  
s t a t e m e n t s .
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H26: The i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  no  e f f e c t  o n  t h e  b a n k  l o a n  o f f i c e r s '  
p e r c e p t i o n s  a b o u t  t h e  am o u n t  o f  a s s u r a n c e  t h e  
a c c o u n t a n t  i s  p r o v i d i n g  t h a t  t h e  f i n a n c i a l  
s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  
GAAP.
H27: T he  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  no  e f f e c t  o n  t h e  b a n k  l o a n  o f f i c e r s '  
p e r c e p t i o n s  a b o u t  t h e  am o u n t  o f  c o n f i d e n c e  
t h a t  t h e y  h a v e  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  
a r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  GAAP.
H28: T he  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  no  e f f e c t  o n  t h e  b a n k  l o a n  o f f i c e r s '  
p e r c e p t i o n s  a b o u t  t h e  a m o u n t  o f  a n a l y t i c a l  
p r o c e d u r e s  t h a t  w e r e  p e r f o r m e d  by t h e  a c c o u n t a n t .
H29: The  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  n o  e f f e c t  o n  t h e  b a n k  l o a n  o f f i c e r s '  
p e r c e p t i o n s  a b o u t  t h e  a m o u n t  o f  s u b s t a n t i v e  
t e s t s  o f  d e t a i l s  t h a t  w e r e  p e r f o r m e d  by t h e  
a c c o u n t a n t .
H30: The  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  no  e f f e c t  on  t h e  b a n k  l o a n  o f f i c e r s '  
p e r c e p t i o n s  a b o u t  t h e  a m o u n t  o f  c o m p l i a n c e  
t e s t s  t h a t  w e r e  p e r f o r m e d  by t h e  a c c o u n t a n t .
H31: T he  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  a n d  t h e  s i z e  o f  t h e  a c c o u n t i n g  f i r m  
h a s  no  e f f e c t  on  t h e  b a n k  l o a n  o f f i c e r s '  
p e r c e p t i o n s  a b o u t  t h e  am o u n t  o f  i n q u i r i e s  t h a t  
w e r e  p e r f o r m e d  by  t h e  a c c o u n t a n t .
H3 2:  When a n c h o r i n g  o n  a n  a u d i t  r e p o r t ,  t h e  b an k  
l o a n  o f f i c e r s '  p e r c e p t i o n s  a b o u t  t h e  am o u n t  
o f  c o n f i d e n c e  t h a t  t h e y  h a v e  t h a t  t h e  f i n a n c i a l  
s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  
GAAP a r e  n o t  a f f e c t e d  by t h e  i n t e r a c t i o n  b e t w e e n  
t h e  t y p e  o f  a c c o u n t i n g  r e p o r t  a n d  t h e  s i z e  
o f  t h e  a c c o u n t i n g  f i r m .
The  n e x t  s e t  o f  h y p o t h e s e s  d e a l s  w i t h  t h e  tw o -w ay
i n t e r a c t i o n  e f f e c t  o f  t h e  t y p e  o f  a c c o u n t i n g  r e p o r t  a n d
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t h e  c a p i t a l  s t r u c t u r e  o f  t h e  f i r m .  The c a p i t a l  s t r u c t u r e  
h a s  b e e n  n o t e d  t o  be o n e  o f  t h e  m o s t  i m p o r t a n t  f a c t o r s  
i n  d e t e r m i n i n g  t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e  t h a t  a  
b o r r o w e r  s h o u l d  o b t a i n  [ A r n o l d  a n d  D iam o n d ,  1 9 8 1 ] .
H33: The  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g
r e p o r t  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  b u s i n e s s  
h a s  no  e f f e c t  on  t h e  l i n e  o f  c r e d i t  a p p r o v e d .
H3 4 :  The i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g
r e p o r t  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  b u s i n e s s  
h a s  no e f f e c t  o n  t h e  i n t e r e s t  r a t e  r e co m m en d ed .
The l a s t  tw o -w a y  i n t e r a c t i o n  i n v o l v e s  t h e  s i z e  o f  
a c c o u n t i n g  f i r m  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  b u s i n e s s .
As n o t e d  e a r l i e r ,  t h e  c a p i t a l  s t r u c t u r e  d o e s  n o t  a f f e c t  
t h e  p e r c e p t i o n  v a r i a b l e s .  T h e r e f o r e ,  t h e s e  h y p o t h e s e s  
d e a l  o n l y  w i t h  t h e  d e c i s i o n  v a r i a b l e s .
H35: T he  i n t e r a c t i o n  b e t w e e n  t h e  s i z e  o f  t h e  a c c o u n t i n g  
f i r m  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  b u s i n e s s  
h a s  no  e f f e c t  o n  t h e  l i n e  o f  c r e d i t  a p p r o v e d .
H 3 6 : T he  i n t e r a c t i o n  b e t w e e n  t h e  s i z e  o f  t h e  a c c o u n t i n g  
f i r m  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  b u s i n e s s  
h a s  no  e f f e c t  o n  t h e  i n t e r e s t  r a t e  r e c o m m e n d ed .
A t h r e e - w a y  i n t e r a c t i o n  a f f e c t  a l s o  e x i s t s .  The 
h y p o t h e s e s  r e l a t i n g  t o  t h e  i n t e r a c t i o n  e f f e c t  o f  t h e  
t h r e e  i n d e p e n d e n t  v a r i a b l e s  a r e  g i v e n  b e l o w .
H37: T he  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g
r e p o r t ,  t h e  s i z e  o f  t h e  CPA f i r m ,  a n d  t h e  c a p i t a l  
s t r u c t u r e  o f  t h e  b u s i n e s s  h a s  no  e f f e c t  on 
t h e  l i n e  o f  c r e d i t  a p p r o v e d  by t h e  b a n k  l o a n  
o f f i c e r s .
H38: The  i n t e r a c t i o n  b e t w e e n  t h e  t y p e  o f  a c c o u n t i n g
r e p o r t ,  t h e  s i z e  o f  t h e  CPA f i r m ,  a n d  t h e  c a p i t a l  
s t r u c t u r e  o f  t h e  b u s i n e s s  h a s  no  e f f e c t  on 
t h e  i n t e r e s t  r a t e  r e c o m m en d e d .
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E x p e c t a t i o n s  o f  t h e  H y p o t h e s e s  
The f i r s t  10 h y p o t h e s e s  d e a l  w i t h  t h e  e f f e c t  o f  
t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e .  The q u a l i t y  o f  t h e  
f i n a n c i a l  s t a t e m e n t s  i n c r e a s e s  a n d  t h e  r i s k  t o  t h e  u s e r  
d e c r e a s e s  a s  t h e  t h e  l e v e l  o f  a c c c o u n t i n g  s e r v i c e  i n c r e a s e s .  
T h e r e f o r e ,  s i n c e  u s e r s  a r e  a s s u m e d  t o  b e  r i s k  a v e r s e ,  
t h e  am o u n t  o f  t h e  l o a n  s h o u l d  i n c r e a s e  a n d / o r  t h e  i n t e r e s t  
r a t e  s h o u l d  d e c r e a s e  a s  t h e  l e v e l  o f  s e r v i c e  i n c r e a s e s .
I f  b a n k  l e n d i n g  o f f i c e r s  a r e  p e r c e i v i n g  t h e  m e s s a g e s  
f r o m  t h e  v a r i o u s  t y p e s  o f  r e p o r t s  a s  t h e  a c c o u n t i n g  
p r o f e s s i o n  ( i . e . ,  t h e  ARSC a n d  t h e  ASB) i n t e n d s ,  t h e n  
a  d i f f e r e n c e  i n  t h e  l o a n  am o u n t  o r  i n t e r e s t  r a t e  prem ium  
s h o u l d  r e s u l t  b e t w e e n  t h e  l e v e l s  o f  a c c o u n t i n g  s e r v i c e .
A c c o r d i n g  t o  a n e c d o t a l  e v i d e n c e  a n d  t o  t h e o r e t i c a l  
a r g u m e n t s  d e v e l o p e d  by N i c h o l s  a n d  S m i t h  [1983]  , D eA nge lo  
[ 1 9 8 1 ] ,  a n d  Dopuch a n d  S i m u n i c  [ 1 9 8 0 ] ,  t h e  a c c o u n t i n g  
p r o f e s s i o n  i s  c h a r a c t e r i z e d  by d i f f e r i n g  l e v e l s  o f  q u a l i t y .  
G e n e r a l l y ,  t h e  l a r g e r  t h e  a c c o u n t i n g  f i r m ,  t h e  h i g h e r  
t h e  q u a l i t y  o f  s e r v i c e  p r o v i d e d .  The S t r u p e c k  a n d  F i g l e w i c z  
[1 9 8 4 ]  s u r v e y  show ed  t h a t  b a n k e r s  c o n s i d e r e d  t h e  CPA 
f i r m  c o n d u c t i n g  t h e  a c c o u n t i n g  s e r v i c e  a s  a n  i m p o r t a n t  
f a c t o r  i n  a l e n d i n g  d e c i s i o n .  T h e r e f o r e ,  h y p o t h e s e s  
H l l  t h r o u g h  H20 w e r e  e x p e c t e d  t o  be  r e j e c t e d .
A l t h o u g h  t h e  m a in  p u r p o s e  o f  t h i s  p a p e r  w as  t o  s t u d y  
t h e  e f f e c t  o f  t h e  t y p e  o f  a c c o u n t i n g  r e p o r t  on  a  b an k  
l e n d i n g  d e c i s i o n ,  o t h e r  v a r i a b l e s  w e r e  c o n s i d e r e d  n e c e s s a r y
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t o  i n c l u d e  i n  t h e  r e s e a r c h  i n  o r d e r  t o  p r o p e r l y  e v a l u a t e  
t h e  e f f e c t  o f  t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e .  One s u c h  
v a r i a b l e  w a s  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  f i r m .  H y p o t h e s e s  
H21 a n d  H22 w e r e  a l s o  e x p e c t e d  t o  be r e j e c t e d  b e c a u s e  
t h e  s t r o n g e r  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  f i r m ,  t h e  l e s s  
r i s k  f o r  t h e  c r e d i t o r . T h e r e f o r e ,  t h e  f i r m  w i t h  t h e  
s t r o n g e r  c a p i t a l  s t r u c t u r e  s h o u l d  r e c e i v e  a  h i g h e r  l i n e  
o f  c r e d i t  o r  l o w e r  i n t e r e s t  r a t e  p r e m iu m .  H o w ev er ,  t h e  
m a j o r  r e a s o n  f o r  i n c l u d i n g  t h i s  f a c t o r  w a s  t o  im p r o v e  
on  t h e  e f f i c i e n c y  o f  t h e  MANOVA m o d e l  a n d  r e d u c e  e x p e r i ­
m e n t a l  e r r o r .  B e c a u s e  t h e  i n t e r a c t i o n  o f  t h e  c a p i t a l  
s t r u c t u r e  w i t h  t h e  o t h e r  v a r i a b l e s  w as  n o t  p r e d i c t a b l e ,  
i t  c o u l d  n o t  be u s e d  a s  a  b l o c k i n g  f a c t o r .
W h e t h e r  t h e  h y p o t h e s e s  f o r  t h e  i n t e r a c t i o n s  ( i . e . ,
H23 t h r o u g h  H38) among t h e  i n d e p e n d e n t  v a r i a b l e s  w i l l  
be r e j e c t e d  w a s  d i f f i c u l t  t o  p r e d i c t .  A l t h o u g h  t h e r e  
w as  n o  t h e o r e t i c a l  b a s i s  t o  e x p e c t  s u c h  i n t e r a c t i o n ,  
some c o u l d  h a v e  o c c u r r e d .  F o r  e x a m p l e ,  W a t e r s t o n  [1979]  
n o t e d  t h a t  b a n k e r s  may s e e  t h e  q u a l i t y  o f  a  r e v i e w  v a r y i n g  
m o re  f r o m  CPA t o  CPA, t h a n  t h e  q u a l i t y  o f  an  a u d i t .  
T h e r e f o r e ,  some i n t e r a c t i o n  m i g h t  h a v e  r e s u l t e d  f r o m  
t h e  t y p e  o f  a c c o u n t i n g  r e p o r t  a n d  t h e  t y p e  o f  a c c o u n t i n g  
f i r m .
S t a t i s t i c a l  A n a l y s i s
The d i s c u s s i o n  o f  t h e  s t a t i s t i c a l  a n a l y s i s  i s  
d i v i d e d  i n t o  two p a r t s — d e c i s i o n  v a r i a b l e s  a n d  p e r c e p t i o n
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v a r i a b l e s .  The a n a l y s i s  o f  t h e  d e c i s i o n  v a r i a b l e s  d i f f e r s  
f ro m  t h a t  o f  t h e  p e r c e p t i o n  v a r i a b l e s  b e c a u s e  t h e  i n d e ­
p e n d e n t  v a r i a b l e  o f  c a p i t a l  s t r u c t u r e  d i d  n o t  a f f e c t  
t h e  p e r c e p t i o n  v a r i a b l e s .
M o d e l s  f o r  t h e  D e c r s i o n  V a r i a b l e s
To a n a l y z e  t h e  e f f e c t  o f  t h e  i n d e p e n d e n t  v a r i a b l e s  
o n  t h e  l o a n  g r a n t i n g  d e c i s i o n s  made by t h e  b a n k e r s ,  m u l t i  
v a r i a t e  a n a l y s i s  o f  v a r i a n c e  (MANOVA) was  u t i l i z e d .
The m o d e l  f o r  t h e  3x2x2  MANOVA i s  shown b e l o w .
Yi j k l (m) = u(m) + Ai(m) + Bj(m) + Ck (m) + (AB) i  jCm)
+ ( A C ) i k (m) + ( B C ) j k (nO + ( A B C ) i j k (m)
+ e i j k l (m)
w h e r e :
y i j k l ( m) -  t h e  l o a n  g r a n t i n g  d e c i s i o n  m o f
s u b j e c t  1 ,  r e s p o n d i n g  t o  a c c o u n t i n g  
r e p o r t  i  g i v e n  by a c c o u n t a n t  j  f o r  
t h e  company w i t h  c a p i t a l  s t r u c t u r e  
k
u (m) = t h e  o v e r a l l  mean f o r  l o a n  g r a n t i n g  
d e c i s i o n  m
A i (m) = e f f e c t  o f  a c c o u n t i n g  r e p o r t  i  f o r  
l o a n  g r a n t i n g  d e c i s i o n  m
B j  ( m) = e f f e c t  o f  t y p e  o f  a c c o u n t i n g  f i r m  
j  f o r  l o a n  g r a n t i n g  d e c i s i o n  m
Ck (m) = e f f e c t  o f  c a p i t a l  s t r u c t u r e  k f o r  
l o a n  g r a n t i n g  d e c i s i o n  m
(AB) i  j  (m) = i n t e r a c t i v e  e f f e c t  o f  a c c o u n t i n g  
r e p o r t  i  by  t y p e  o f  a c c o u n t i n g  
f i r m  j  f o r  l o a n  g r a n t i n g  d e c i s i o n
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(AC) i j ^ m )  = i n t e r a c t i v e  e f f e c t  o f  a c c o u n t i n g
r e p o r t  i  o n  f i n a n c i a l  s t a t e m e n t s  
w i t h  c a p i t a l  s t r u c t u r e  k f o r  l o a n  
g r a n t i n g  d e c i s i o n  m
(B C ) j jc (m) = i n t e r a c t i v e  e f f e c t  o f  t y p e  o f  a c c o u n t i n g
f i r m  j  o n  f i n a n c i a l  s t a t e m e n t s  
w i t h  c a p i t a l  s t r u c t u r e  k f o r  l o a n  
g r a n t i n g  d e c i s i o n  m
(ABC)ijfc(m) = i n t e r a c t i v e  e f f e c t  o f  a c c o u n t i n g
r e p o r t  i  by  t y p e  o f  a c c o u n t i n g  
f i r m  j  on f i n a n c i a l  s t a t e m e n t s  
w i t h  c a p i t a l  s t r u c t u r e  k f o r  l o a n  
g r a n t i n g  d e c i s i o n  m
e i j k i ( m )  = r e s i d u a l  e r r o r  e f f e c t  o f  s u b j e c t
1 r e s p o n d i n g  t o  a c c o u n t i n g  r e p o r t  
i  by  t y p e  o f  a c c o u n t a n t  j  on  f i n a n c i a l  
s t a t e m e n t s  w i t h  c a p i t a l  s t r u c t u r e  
k f o r  l o a n  g r a n t i n g  d e c i s i o n  m.
I n  m u l t i v a r i a t e  a n a l y s i s ,  e a c h  s e r i e s  o f  t r e a t m e n t s
h a s  a n  e f f e c t  o n  two o r  m ore  d e p e n d e n t  v a r i a b l e s .
I n  t h e  a b o v e  m o d e l ,  e a c h  t r e a t m e n t  h a s  a n  e f f e c t  on
b o t h  t h e  l o a n  s i z e  a n d  t h e  i n t e r e s t  r a t e  p rem iu m .
I n  MANOVA, t h e  e f f e c t  o f  t h e  t r e a t m e n t s  o n  t h e  d e p e n d e n t
v a r i a b l e s  i s  e x a m i n e d  s i m u l t a n e o u s l y ,  a n d  t h e  c o r r e l a t i o n s
among t h e  d e p e n d e n t  v a r i a b l e s  i s  t a k e n  i n t o  a c c o u n t .
I n  A n a l y s i s  o f  V a r i a n c e ,  t h e  u n i v a r i a t e  c o u n t e r p a r t
t o  MANOVA, e a c h  d e p e n d e n t  v a r i a b l e  i s  c o n s i d e r e d  a s
a n  i n d e p e n d e n t  o b s e r v a t i o n .  The m a j o r  a d v a n t a g e  o f
MANOVA i s  t h a t :
t h e  s i m u l t a n e o u s  r e s p o n s e  o f  t h e  e x p e r i m e n t a l  
u n i t s  t o  a l l  v a r i a b l e s ,  c o n s i d e r e d  a s  a  s i n g l e  
r e p o n s e ,  g e n e r a l l y  c o n t a i n s  m o re  i n f o r m a t i o n  
a b o u t  t h e  t o t a l  e f f e c t  o f  t h e  t r e a t m e n t  t h a n  
d o e s  t h e  s e r i e s  o f  r e p o n s e s  c o n s i d e r e d  s i n g l y .
[ W i n e r ,  1 9 7 1 ,  p .  23 2]
The a s s u m p t i o n s  f o r  t h e  MANOVA m ode l  a r e :
1 .  The c o m p o n e n t s  o f  t h e  v e c t o r  £  h a v e  a  j o i n t  
m u l t i v a r i a t e  n o r m a l  d i s t r i b u t i o n  w i t h  m ean  
v e c t o r  £ .  [ W i n e r ,  1 9 7 1 ,  p .  233]
2 .  The v a r i a n c e - c o v a r i a n c e  m a t r i c e s  a r e  e q u a l  
a c r o s s  k - g r o u p s .  [Amick a n d  C r i t t e n d e n ,  1 9 7 5 ,
p .  226]
I n  a d d i t i o n  t o  t h e  MANOVA m o d e l  shown a b o v e ,  o n e - w a y  
MANOVAs w e r e  u s e d  t o  t e s t  t h e  e f f e c t  o f  no  a c c o u n t a n t ' s  
a s s o c i a t i o n  w i t h  t h e  d i f f e r e n t  l e v e l s  o f  a c c o u n t a n t ' s  
a s s u r a n c e .  The l e v e l  o f  no  a c c o u n t a n t ' s  a s s o c i a t i o n  
w a s  n o t  i n c l u d e d  i n  t h e  f a c t o r i a l  m ode l  b e c a u s e  o f  
t h e  a b s e n c e  o f  t h e  s e c o n d  m a n i p u l a t i v e  v a r i a b l e  ( i . e . ,  
t y p e  o f  a c c o u n t i n g  f i r m ) . T h e r e f o r e ,  t h e  l e v e l  o f  
no  a c c o u n t a n t  a s s o c i a t i o n  ( i . e . ,  t h e  f i n a n c i a l  s t a t e m e n t s  
a r e  i n t e r n a l l y  g e n e r a t e d )  was  t e s t e d  a g a i n s t  e a c h  o f  
t h e  o t h e r  t h r e e  t y p e s  o f  r e p o r t s .
Model  f o r  t h e  P e r c e p t i o n  V a r i a b l e s
To a n a l y z e  t h e  e f f e c t  o f  t h e  p e r c e p t i o n  v a r i a b l e s ,  
a  3 x 2  MANOVA w a s  u s e d .  The f a c t o r  r e p r e s e n t i n g  t h e  
c a p i t a l  s t r u c t u r e  w a s  e l i m i n a t e d  f ro m  t h i s  m o d e l .
T h e  q u e s t i o n s  o n  t h e  p e r c e p t i o n  v a r i a b l e s  w e r e  a s k e d  
b e f o r e  t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  g i v e n .  T h e r e f o r e ,  
t h e  c a p i t a l  s t r u c t u r e  h a d  n o  e f f e c t  on  t h e  p e r c e p t i o n  
v a r i a b l e s .  The a s s u m p t i o n s  f o r  t h i s  m o d e l  w e r e  t h e  
same a s s u m p t i o n s  a s  g i v e n  f o r  t h e  MANOVA m o d e l  g i v e n  
a b o v e .  The m o d e l  shown o n  t h e  n e x t  p a g e  t e s t s  t h e  
e f f e c t  o f  t h e  i n d e p e n d e n t  v a r i a b l e s  o n  t h e  p e r c e p t i o n
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v a r i a b l e s .
y i j k (m) = u(m) + Ai(m)  + B j ( m) + ( A B ) i j ( m)
+ ei j k On)
w h e r e :
Y i j k ( in) = t h e  p e r c e p t i o n  m o f  s u b j e c t  k ,
r e s p o n d i n g  t o  a c c o u n t i n g  r e p o r t  
i  g i v e n  by a c c o u n t a n t  j
u(m) = t h e  o v e r a l l  mean f o r  p e r c e p t i o n
m
Ai(m)  = e f f e c t  o f  a c c o u n t i n g  r e p o r t  i  on
p e r c e p t i o n  m
Bj(m )  s  e f f e c t  o f  t y p e  o f  a c c o u n t i n g  f i r m
j  on p e r c e p t i o n  m
( A B ) i j ( m )  = i n t e r a c t i v e  e f f e c t  o f  a c c o u n t i n g
r e p o r t  i  by t y p e  o f  a c c o u n t i n g  
f i r m  j  on p e r c e p t i o n  m
e i j k ( m )  = r e s i d u a l  e r r o r  e f f e c t  o f  s u b j e c t
k r e s p o n d i n g  t o  a c c o u n t i n g  r e p o r t




T h i s  c h a p t e r  p r e s e n t s  t h e  d a t a  a n d  t h e  s t a t i s t i c a l  
t e s t s  u s e d  i n  t h e  s t u d y  t o  d e t e r m i n e  t h e  e f f e c t  o f  t h e  
a c c o u n t a n t ' s  r e p o r t  o n  a  l i n e  o f  c r e d i t  d e c i s i o n  a n d  
on c e r t a i n  p e r c e p t i o n s  o f  b a n k  l o a n  o f f i c e r s .  I n  o r d e r  
o f  p r e s e n t a t i o n ,  t h e  m a j o r  t o p i c s  c o v e r e d  i n  t h i s  c h a p t e r  
a r e  t h e  f o l l o w i n g :  t h e  r e s p o n s e  r a t e ,  t h e  s t a t i s t i c a l
a n a l y s i s  o f  t h e  d e c i s i o n  v a r i a b l e s ,  t h e  s t a t i s t i c a l  a n a l y s i s  
o f  t h e  p e r c e p t i o n  v a r i a b l e s ,  a n d  t h e  d e m o g r a p h i c  d a t a  
o f  t h e  s u b j e c t s .
The Response Rate 
The s u b j e c t s  f o r  t h e  e x p e r i m e n t  w e r e  c o m m e r c i a l  
b a n k  l o a n  o f f i c e r s .  A t o t a l  o f  1126  q u e s t i o n n a i r e s  w e r e  
s e n t  t o  b a n k  l o a n  o f f i c e r s  i n  22 s t a t e s .  As d i s c u s s e d  
i n  C h a p t e r  3 ,  t h e  s a m p l e  w a s  s e l e c t e d  f r o m  tw o  s o u r c e s :  
t h e  S c h o o l  o f  B a n k i n g  o f  t h e  S o u t h  a n d  a l i s t  o f  F e d e r a l
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R e s e r v e  Member B a n k s .  Of t h e  1 1 2 6  s u b j e c t s ,  636  s u b j e c t s  
w e r e  o b t a i n e d  f r o m  a m a i l i n g  l i s t  o f  b a n k  l o a n  o f f i c e r s  
p u r c h a s e d  f r o m  t h e  S c h o o l  o f  B a n k i n g  o f  t h e  S o u t h .  The 
o t h e r  490 s u b j e c t s  w e r e  r a n d o m l y  s e l e c t e d  f r o m  a  l i s t  
o f  F e d e r a l  R e s e r v e  Member B a n k s  p u b l i s h e d  by  t h e  F e d e r a l  
D e p o s i t  I n s u r a n c e  C o r p o r a t i o n .  The l i s t  u s e d  i n  t h i s
s t u d y  w as  d a t e d  J u n e  3 0 ,  1 9 8 5 .  The c o v e r  l e t t e r s  f o r
t h i s  l a t t e r  g r o u p  w e r e  a d d r e s s e d  t o  " C h i e f  C o m m e r c i a l  
C r e d i t  O f f i c e r . " T h u s ,  o f  t h e  t o t a l  1126  q u e s t i o n n a i r e s ,  
t h e  c o v e r  l e t t e r  f o r  636  o f  t h e  q u e s t i o n n a i r e s  c o n t a i n e d  
t h e  name o f  a  s p e c i f i c  i n d i v i d u a l ,  w h i l e  t h e  c o v e r  l e t t e r  
f o r  t h e  o t h e r  490 q u e s t i o n n a i r e s  w a s  a d d r e s s e d  t o  a  t i t l e .  
S e e  A p p e n d i c e s  A a n d  B f o r  e x a m p l e s  o f  t h e s e  c o v e r  l e t t e r s .
T a b l e  5 i n d i c a t e s  t h e  num ber  o f  r e s p o n s e s  r e c e i v e d  
f r o m  e a c h  g r o u p .  A t o t a l  o f  512 s u b j e c t s  r e s p o n d e d ,  
a  r e s p o n s e  r a t e  o f  4 6 . 1  p e r  c e n t .  The r e s p o n s e  r a t e  
o f  50 p e r  c e n t  f o r  t h e  g r o u p  i n  w h i c h  t h e  c o v e r  l e t t e r  
f o r  t h e  q u e s t i o n n a i r e  c o n t a i n e d  t h e  name o f  a n  i n d i v i d u a l  
w a s  m o d e r a t e l y  h i g h e r  t h a n  t h e  r e s p o n s e  r a t e  o f  41 p e r  
c e n t  f o r  t h e  g r o u p  i n  w h i c h  t h e  c o v e r  l e t t e r  d i d  n o t  
c o n t a i n  t h e  i n d i v i d u a l ' s  nam e.  The  14  i n a p p r o p r i a t e
r e s p o n s e s  shown i n  T a b l e  5 w e r e  m o s t l y  b a n k e r s  e i t h e r
who d i d  n o t  f e e l  c o m p e t e n t  t o  r e s p o n d  t o  t h e  q u e s t i o n n a i r e  
o r  who no l o n g e r  w o r k e d  f o r  t h e  b a n k  t o  w h i c h  t h e  q u e s t i o n ­
n a i r e  w a s  s e n t .
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TABLE 5
BANKER RESPONSES TO MAILINGS
Named
S a m p le
Unnamed
S a m p le T o t a l
B a n k e r s  i n  S a m p le 636 490 1124
I n a p p r o p r i a t e  B a n k e r s JL2 _ 2 14
A p p r o p r i a t e  B a n k e r s 624 m. 1110
R e s p o n s e s  t o  M a i l i n g 312 200 _ y 2
R e s p o n s e  R a t e 50.0% 41.0% 46.1%
One r e a s o n  f o r  t h e  h i g h e r  r e s p o n s e  r a t e  w a s  p r o b a b l y  
d u e  t o  t h e  f a c t  t h a t  t h e  c o v e r  l e t t e r  w as  a d d r e s s e d  t o  
t h e  name o f  a n  i n d i v i d u a l .  When a n o n y m i t y  i s  n o t  a n  
i m p o r t a n t  f a c t o r ,  s t u d i e s  h a v e  shown t h a t  a  p e r s o n a l l y  
a d d r e s s e d  l e t t e r  i n c r e a s e s  t h e  r a t e  o f  r e s p o n s e  [ E r d o s ,  
1 9 8 3 ] ,  A d d i t i o n a l l y ,  a t  l e a s t  some o f  t h e  h i g h e r  r e s p o n s e  
r a t e  may h a v e  b e e n  c a u s e d  by  t h e  s u b j e c t ' s  a f f i l i a t i o n  
w i t h  t h e  S c h o o l  o f  B a n k i n g  o f  t h e  S o u t h ,  w h i c h  i s  i n d i r e c t l y  
a s s o c i a t e d  w i t h  L o u i s i a n a  S t a t e  U n i v e r s i t y .
■StrQtrist i Qfll Anftly.fiJL s P ?c is iqp Vftii iL
The f o c a l  p o i n t  o f  t h i s  s t u d y  w as  t o  d e t e r m i n e  w h e t h e r  
t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e  a f f e c t s  a  l i n e  o f  c r e d i t  
d e c i s i o n  made by b a n k  l e n d i n g  o f f i c e r s .  To t e s t  f o r  
t h i s  e f f e c t ,  t h e  b a n k  l o a n  o f f i c e r s  w e r e  g i v e n  a  s e t  
o f  f i n a n c i a l  s t a t e m e n t s ,  a n  a c c o u n t a n t ' s  r e p o r t  ( e x c e p t
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i n  t h e  c a s e  o f  no  a c c o u n t a n t ' s  a s s o c i a t i o n ) ,  a n d  b a c k g r o u n d  
i n f o r m a t i o n  a b o u t  t h e  com pany  a n d  t h e  p r i n c i p a l  o w n e r .
The s u b j e c t s  w e r e  t h e n  a s k e d  t o  recommend t h e  maximum 
a m o u n t  a s  a  l i n e  o f  c r e d i t  t h a t  t h e y  w o u ld  be w i l l i n g  
t o  g r a n t  t h e  company a n d  t h e  minimum i n t e r e s t  r a t e  t h a t  
t h e y  w o u ld  c h a r g e  ( s e e  t h e  s a m p l e  q u e s t i o n n a i r e s  i n  
A p p e n d i c e s  D, E, F ,  o r  G) .
As d i s c u s s e d  i n  C h a p t e r  3 ,  t h e  f a c t o r s  f o r  t h i s  
s t u d y  w e r e  t h e  t y p e  o f  a c c o u n t a n t ' s  r e p o r t ,  t h e  s i z e  
o f  t h e  CPA f i r m ,  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  company 
a p p l y i n g  f o r  t h e  l i n e  o f  c r e d i t .  The m a i n  m o d e l  u s e d  
t o  a n a l y z e  t h e  e f f e c t  o f  t h e s e  f a c t o r s  o n  t h e  l i n e  o f  
c r e d i t  d e c i s i o n  w as  a 3x2x2  MANOVA. I n  a d d i t i o n ,  t w e l v e  
o n e - w a y  MANOVAs w e r e  u s e d  t o  a n a l y z e  t h e  e f f e c t  o f  no 
a c c o u n t a n t ' s  r e p o r t  o n  t h e  l e n d i n g  d e c i s i o n .
T e s t  o f  t h e  A s s u m p t i o n s ,  o f  t h e  Model
The MANOVA m o d e l  h a s  two b a s i c  a s s u m p t i o n s :  t h e
e r r o r  t e r m  v e c t o r s  s h o u l d  h a v e  a  m u l t i v a r i a t e  n o r m a l  
d i s t r i b u t i o n  w i t h  m ean  v e c t o r  &, a n d  t h e  v a r i a n c e - c o v a r i a n c e  
m a t r i c e s  a r e  e q u a l  a c r o s s  k - g r o u p s .  The t e s t  f o r  n o r m a l i t y  
w as  e x a m i n e d  f i r s t  b e c a u s e  n o t  o n l y  d o e s  MANOVA a s s u m e  
t h a t  t h e  e r r o r  v e c t o r s  h a v e  a  m u l t i v a r i a t e  n o r m a l  d i s t r i ­
b u t i o n ,  b u t  t h e  t e s t  f o r  t h e  e q u a l i t y  o f  t h e  v a r i a n c e s  
a l s o  a s s u m e s  t h a t  t h e  d a t a  w as  n o r m a l l y  d i s t r i b u t e d .
I n  a d d i t i o n ,  t h e  t r a n s f o r m a t i o n  t h a t  c o r r e c t s  f o r  t h e
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l a c k  o f  n o r m a l i t y  a l s o  u s u a l l y  h e l p s  t o  c o r r e c t  f o r  u n e q u a l  
e r r o r  v a r i a n c e s  [ N e t e r , W a s se rm a n ,  a n d  K u t n e r , 1 9 8 5 ]  .
To t e s t  f o r  t h e  n o r m a l i t y  a s s u m p t i o n ,  t h e  S h a p i r o -  
W i l k ' s  t e s t  w a s  u s e d .  T h i s  t e s t  s t a t i s t i c  sh o w ed  t h a t  
t h e  n u l l  h y p o t h e s i s  o f  n o r m a l l y  d i s t r i b u t e d  r e s i d u a l s  
w a s  r e j e c t e d  a t  t h e  . 0 1  l e v e l  f o r  20 o f  t h e  24 c e l l s .
The 24 c e l l s  r e s u l t e d  f r o m  2 d e p e n d e n t  v a r i a b l e s  a n d  
t h e  1 2  t r e a t m e n t  c o m b i n a t i o n s  i n  a  3 x 2 x 2  MANOVA. P e r  
e x a m i n a t i o n  o f  t h e  s t e m - a n d - l e a f  p l o t s  o f  t h e  r e s i d u a l s ,  
no d i s c e r n a b l e  p a t t e r n  w a s  n o t e d .  N e v e r t h e l e s s ,  t h r e e  
t y p e s  o f  t r a n s f o r m a t i o n s  w e r e  a t t e m p t e d .  The t r a n s f o r ­
m a t i o n s  u s e d  w e r e  t h e  s q u a r e  r o o t  o f  t h e  o r i g i n a l  r e s p o n s e ,  
t h e  n a t u r a l  l o g  o f  t h e  o r i g i n a l  r e s p o n s e  p l u s  o n e ,  a n d  
t h e  i n v e r s e  o f  t h e  o r i g i n a l  r e s p o n s e  p l u s  o n e .  B e c a u s e  
some o f  t h e  r e s p o n s e s  t o  t h e  q u e s t i o n s  w e r e  z e r o ,  o n e  
w a s  a d d e d  t o  t h e  o r i g i n a l  d a t a  b e f o r e  t a k i n g  t h e  l o g  
a n d  t h e  i n v e r s e .  None o f  t h e  t r a n s f o r m a t i o n s  c o r r e c t e d  
f o r  t h e  n o r m a l i t y  d e p a r t u r e .  I n  f a c t ,  t h e  n u l l  h y p o t h e s i s  
t h a t  t h e  d a t a  w as  n o r m a l l y  d i s t r i b u t e d  w as  r e j e c t e d  i n  
21 o f  t h e  24 c e l l s  a t  t h e  . 0 1  l e v e l  f o r  e a c h  o f  t h e  
t r a n s f o r m a t i o n s .  B e c a u s e  t h e  t e s t  f o r  t h e  e q u a l i t y  o f  
t h e  v a r i a n c e - c o v a r i a n c e  m a t r i c e s  i s  e x t r e m e l y  s e n s i t i v e  
t o  t h e  n o r m a l i t y  a s s u m p t i o n ,  t h e  t e s t  f o r  t h e  e q u a l i t y  
o f  v a r i a n c e s  w as  n o t  a t t e m p t e d  [ N e t e r ,  W a s se rm a n ,  a n d  
K u t n e r ,  1 9 8 5 ] .
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U n f o r t u n a t e l y ,  t h e r e  i s  n o  e q u i v a l e n t  n o n p a r a m e t r i c  
t e s t  f o r  MANOVA. H o w e v e r ,  a n  a l t e r n a t i v e  i s  t o  r a n k  
t h e  d a t a ,  t h e n  " a p p l y  t h e  u s u a l  a n a l y s i s  o f  v a r i a n c e  
t o  t h e  r a n k s "  [ C o n o v e r ,  1 9 8 0 ,  p . 3 3 7 ] .  T h i s  p r o c e d u r e  
t e n d s  t o  b e  r o b u s t ,  r e g a r d l e s s  o f  t h e  a c t u a l  d i s t r i b u t i o n  
o f  t h e  u n d e r l y i n g  p o p u l a t i o n  [ C o n o v e r ,  1 9 8 0 ]  . C o n o v e r  
s t a t e s  t h a t :
The  reco m m en d ed  p r o c e d u r e  i n  e x p e r i m e n t a l  d e s i g n s  
f o r  w h i c h  no n o n p a r a m e t r i c  t e s t  e x i s t s  i s  t o  u s e  
t h e  u s u a l  a n a l y s i s  o f  v a r i a n c e  on  t h e  d a t a  a n d  t h e n  
t o  u s e  t h e  same p r o c e d u r e  o n  t h e  r a n k  t r a n s f o r m e d  
d a t a .  I f  t h e  tw o  p r o c e d u r e s  g i v e  n e a r l y  i d e n t i c a l  
r e s u l t s  t h e  a s s u m p t i o n s  u n d e r l y i n g  t h e  u s u a l  a n a l y s i s  
o f  v a r i a n c e  a r e  l i k e l y  t o  be r e a s o n a b l e  a n d  t h e  
r e g u l a r  p a r a m e t r i c  a n a l y s i s  v a l i d .  When t h e  two 
p r o c e d u r e s  g i v e  s u b s t a n t i a l l y  d i f f e r e n t  r e s u l t s ,  
t h e  a n a l y s i s  o n  r a n k s  i s  p r o b a b l y  m o re  a c c u r a t e  
t h a n  t h e  a n a l y s i s  o n  t h e  d a t a  a n d  s h o u l d  be  p r e f e r r e d .  
[ C o n o v e r ,  1 9 8 0 ,  p .  337]
T h i s  p r o c e d u r e  w as  f o l l o w e d  f o r  t h i s  r e s e a r c h  p r o j e c t .
The MANOVA r e s u l t s  a r e  d i s c u s s e d  i n  t h e  f o l l o w i n g  s e c t i o n .
MN.QVA Results
I n  MANOVA, t h e  e f f e c t s  o f  t h e  t r e a t m e n t s  o n  t h e  
d e p e n d e n t  v a r i a b l e  a r e  e x a m i n e d  s i m u l t a n e o u s l y .  T h e r e f o r e ,  
a  r e s p o n s e  n e e d s  t o  be  r e c o r d e d  f o r  e a c h  d e p e n d e n t  v a r i a b l e .  
Some o f  t h e  p a r t i c i p a n t s  i n  t h i s  s t u d y  recom m ended  t h a t  
no l i n e  o f  c r e d i t  be  g i v e n  t o  t h e  company t h a t  t h e y  
a n a l y z e d .  S i n c e  t h e i r  r e s p o n s e  t o  t h e  l o a n  am o u n t  w as  
z e r o ,  t h e  i n t e r e s t  r a t e  r e c o m m e n d a t i o n  w as  n o t  a p p l i c a b l e .
A r e s p o n s e  f o r  b o t h  t h e  l o a n  am o u n t  a n d  t h e  i n t e r e s t  
r a t e  w as  n e e d e d  i n  o r d e r  f o r  t h e  o b s e r v a t i o n  t o  be u s e d .
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T h u s ,  some o b s e r v a t i o n s  w e r e  n o t  u s e d  i n  t h e  3x2x2  MANOVA 
b e c a u s e  no i n t e r e s t  r a t e  w a s  g i v e n  by some r e s p o n d e n t s .  
S p e c i f i c a l l y ,  27 o f  t h e  o b s e r v a t i o n s  c o u l d  n o t  be u s e d .  
T w e n ty  on e  o f  t h e s e  o b s e r v a t i o n s  w e r e  f o r  t h e  company 
w i t h  t h e  weak  c a p i t a l  s t r u c t u r e .  The f a c t  t h a t  s u b s t a n ­
t i a l l y  m o re  z e r o  l o a n  r e c o m m e n d a t i o n s  w e r e  g i v e n  f o r  
t h e  company w i t h  t h e  w eak  c a p i t a l  s t r u c t u r e  i n d i c a t e s  
t h a t  t h e  r e s p o n d e n t s  w e r e  e x a m i n i n g  t h e  f i n a n c i a l  s t a t e m e n t s  
w hen  m a k i n g  t h e i r  l o a n  d e c i s i o n .
T a b l e s  6 a n d  7 show t h e  r e s u l t s  o f  t h e  MANOVAs f o r  
b o t h  r a n k e d  a n d  u n r a n k e d  d a t a .  The v a l u e s  a p p e a r i n g  i n  
a l l  o f  t h e  MANOVA t a b l e s  p r e s e n t e d  i n  t h i s  c h a p t e r  w e r e  
b a s e d  o n  t h e  W i l k s '  C r i t e r i o n ,  w h i c h  i s  t h e  p r e f e r r e d  
m e t h o d  [ H a i r  e t  a l . , 1 9 7 9 ] .  I n  m o s t  s i t u a t i o n s ,  t h e  
f o u r  MANOVA t e s t  c r i t e r i a  ( i . e . ,  W i l k s '  C r i t e r i o n ,  P i l l a i ' s  
T r a c e ,  H o t e l l i n g - L a w l e y  T r a c e ,  a n d  R o y ' s  Maximum R o o t  
C r i t e r i o n )  g i v e  v e r y  s i m i l a r  r e s u l t s .  E x c e p t  i n  u n u s u a l  
s i t u a t i o n s ,  t h e  W i l k s ' C r i t e r i o n  p e r f o r m s  a t  l e a s t  a s  
w e l l  a s  t h e  o t h e r  m e t h o d s  w hen  t h e  a s s u m p t i o n s  o f  t h e  
MANOVA m o d e l  h a v e  b e e n  v i o l a t e d  [ B a r k e r  a n d  B a r k e r ,  1 9 8 4 ] .
The F a n d  p - v a l u e s  shown i n  T a b l e s  6 a n d  7 a r e  
s u b s t a n t i a l l y  d i f f e r e n t  f o r  t h e  CPA f i r m / c o m p a n y  i n t e r a c t i o n  
e f f e c t .  On t h e  u n r a n k e d  d a t a ,  t h e  p - v a l u e  f o r  t h e  CPA 
f  i r m / c o m p a n y  i n t e r a c t i o n  e f f e c t  w as  . 9 9 8 0 ,  w h i l e  f o r  
t h e  r a n k e d  d a t a ,  t h e  p - v a l u e  w as  . 0 4 2 8 .  The i n t e r a c t i o n  
e f f e c t  on t h e  r a n k e d  d a t a  w as  due  t o  t h e  f a c t  t h a t  t h e
TABLE 6
OVERALL MANOVA RESULTS— RANKED DATA
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H y p o t h e s i s  F V a l u e  P r o b . > F
R e p o r t  E f f e c t 2 . 5 5 .0 3 7 7
CPA F i rm  E f f e c t 0 . 4 0 .6 6 9 3
Company ( C a p i t a l  S t r u c t u r e )  E f f e c t 4 . 0 7 .0 1 7 8
R e p o r t / F i r m  I n t e r a c t i o n 0 . 9 9 .4 1 1 8
R e p o r t / C o m p a n y  I n t e r a c t i o n 0 . 5 4 .7 0 7 9
F i rm /C o m p a n y  I n t e r a c t i o n 3 . 1 8 .0 4 2 8
R e p o r t / F i r m / C o m p a n y  I n t e r a c t i o n 1 . 5 5 .1 8 4 9
TABLE 7
OVERALL MANOVA RESULTS— UNRANKED DATA
H y p o t h e s i s F V a l u e P r o b . > F
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t
Company ( C a p i t a l  S t r u c t u r e )  E f f e c t  
R e p o r t / F i r m  I n t e r a c t i o n  
R e p o r t / C o m p a n y  I n t e r a c t i o n  
F i rm /C o m p a n y  I n t e r a c t i o n  
R e p o r t / F i r m / C o m p a n y  I n t e r a c t i o n
2 . 0 6 .0 8 3 9
0 . 8 5 .4 2 7 2
2 1 . 8 6 .0 0 0 1
1 . 9 0 . 1 0 9 2
0 . 6 4 .6 3 5 8
0 . 0 0 .9 9 8 0
1 . 3 0 .2 6 8 2
l o c a l  CPA f i r m / w e a k  c a p i t a l  s t r u c t u r e  c o m b i n a t i o n  h a d  
h i g h e r  r a n k s  f o r  t h e  l o a n  s i z e  t h a n  t h e  i n t e r n a t i o n a l  
CPA f i r m / s t r o n g  c a p i t a l  s t r u c t u r e  c o m b i n a t i o n .  H o w ev e r ,  
w hen  e x a m i n i n g  t h e  m e a n s  o f  t h e  u n r a n k e d  d a t a ,  t h e  mean 
l o a n  s i z e  o f  $ 1 5 1 , 9 4 6  f o r  t h e  l o c a l  CPA f i r m / s t r o n g  c a p i t a l  
s t r u c t u r e  c o m b i n a t i o n  w a s  l a r g e r  t h a n  t h e  mean l o a n  s i z e  
o f  $ 1 1 6 , 6 5 6  f o r  t h e  l o c a l  CPA f i r m / w e a k  c a p i t a l  s t r u c t u r e  
c o m b i n a t i o n .  P e r  e x a m i n a t i o n  o f  t h e  d a t a ,  i t  a p p e a r s  
t h a t  t h e  l o c a l  CPA f i r m / s t r o n g  c a p i t a l  s t r u c t u r e  c o m b i n a t i o n  
r e s u l t e d  i n  a  num ber  o f  s m a l l  l o a n s ,  t h u s  c a u s i n g  t h e  
l o w e r  a v e r a g e  r a n k i n g s .  H o w e v e r ,  t h i s  i n t e r a c t i o n  e f f e c t  
on t h e  r a n k e d  d a t a  w as  m i s l e a d i n g  b e c a u s e  t h e  MANOVA 
m o d e l  d i d  n o t  t a k e  i n t o  c o n s i d e r a t i o n  t h e  z e r o  l o a n  a m o u n t s .  
S p e c i f i c a l l y , 3 o b s e r v a t i o n s  w e r e  e l i m i n a t e d  f r o m  t h e  
l o c a l  CPA f i r m / s t r o n g  c a p i t a l  s t r u c t u r e  c o m b i n a t i o n ,  
a n d  15 o b s e r v a t i o n s  w e r e  e l i m i n a t e d  f ro m  t h e  l o c a l  CPA 
f i r m / w e a k  c a p i t a l  s t r u c t u r e  c o m b i n a t i o n .  T h e s e  o b s e r v a t i o n s  
h a d  z e r o  l o a n  a m o u n t s .  They  w e r e  e l i m i n a t e d  b e c a u s e  
t h e  r e s p o n d e n t  d i d  n o t  s t a t e  a n  i n t e r e s t  r a t e .  As a  
r e s u l t ,  t h e  l o c a l  CPA f i r m / s t r o n g  c a p i t a l  s t r u c t u r e  
c o m b i n a t i o n  h a d  m o re  o b s e r v a t i o n s  a n d  a  l o w e r  mean r a n k  
f o r  t h e  MANOVA m o d e l  t h a n  t h e  l o c a l  CPA f i r m / w e a k  c a p i t a l  
s t r u c t u r e  c o m b i n a t i o n .  The r e s p o n d e n t s  reco m m en d ed  m o re  
s m a l l  l o a n s  f o r  t h e  l o c a l  CPA f i r m / s t r o n g  c a p i t a l  s t r u c t u r e  
c o m b i n a t i o n  a n d  m o r e  z e r o  l o a n  a m o u n t s  f o r  t h e  l o c a l  
CPA f i r m / w e a k  c a p i t a l  s t r u c t u r e  c o m b i n a t i o n .  I f  t h e s e
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z e r o  l o a n  r e c o m m e n d a t i o n s  c o u l d  h a v e  b e e n  u s e d  i n  t h e  
MANOVA m o d e l ,  i t  i s  v e r y  d o u b t f u l  t h a t  a  s i g n i f i c a n t  
CPA f i r m / c o m p a n y  i n t e r a c t i o n  e f f e c t  w o u l d  h a v e  o c c u r r e d . 1
ANOVA Main. . E f f e c t s
S e p a r a t e  u n i v a r i a t e  t e s t s  w e r e  p e r f o r m e d  t o  i s o l a t e  
w h i c h  r e s p o n s e  v a r i a b l e s  a c c o u n t e d  f o r  t h e  s i g n i f i c a n t  
e f f e c t s . 2 T h a t  i s ,  a  t h r e e  f a c t o r  (3 x 2 x 2 )  a n a l y s i s  o f  
v a r i a n c e  w as  p e r f o r m e d  o n  e a c h  r e s p o n s e  v a r i a b l e .  S i n c e  
t h e  i n t e r a c t i o n  o f  t h e  CPA f i r m / c o m a p n y  e f f e c t  w a s  s i g n i f ­
i c a n t  i n  t h e  MANOVA m o d e l ,  t h i s  i n t e r a c t i o n  t e r m  w as  
i n c l u d e d  i n  t h e  ANOVA m o d e l s .  The a n a l y s i s  w as  p e r f o r m e d  
o n  t h e  r a n k e d  d a t a  b e c a u s e  o f  t h e  d i f f e r e n c e s  i n  t h e
1 a  3 x 2x 2 MANOVA m o d e l  w as  r u n  on  t h e  r a n k e d  d a t a  u t i l i z i n g  
a n  i n t e r e s t  r a t e  f o r  t h e  z e r o  l o a n  r e c o m m e n d a t i o n s .
A h i g h  i n t e r e s t  r a t e  w a s  u s e d  b a s e d  o n  t e  a s s u m p t i o n  
t h a t  t h e  r e a s o n  f o r  m a k i n g  a  z e r o  l o a n  r e c o m m e n d a t i o n  
w as  t h a t  t h e  b a n k e r s  f e l t  t h a t  t h e  r i s k  w a s  t o o  h i g h  
t o  make  a  l o a n .  S p e c i f i c a l l y ,  a n  i n t e r e s t  r a t e  e q u a l  
t o  tw o  s t a n d a r d  d e v i a t i o n s  g r e a t e r  t h a n  t h e  mean i n t e r e s t  
r a t e  f o r  t h e  a p p r o p r i a t e  c o m b i n a t i o n  o f  f a c t o r s  was  u s e d .
The r e s u l t s  show ed  t h a t  t h e  r e p o r t  e f f e c t  ( p - v a l u e  o f  
.0 3 3 6 )  , t h e  CPA f i r m  e f f e c t  ( p - v a l u e  o f  . 0 4 8 9 ) ,  a n d  t h e  
company e f f e c t  ( p - v a l u e  o f  . 0 0 0 1 )  w e r e  a l l  s i g n i f i c a n t  
a t  t h e  .0 5  l e v e l .  A d d i t i o n a l l y ,  t h e r e  w e r e  no s i g n i f i c a n t  
i n t e r a c t i o n  e f f e c t s .  I n  f a c t ,  t h e  CPA f i r m / c o m p a n y  e f f e c t  
h a d  a  p - v a l u e  o f  . 9 1 1 9 .
2when t h e  a n a l y s i s  i s  r e s t r i c t e d  w i t h i n  v a r i a b l e s  a c r o s s  
g r o u p s ,  a s  i n  t h i s  s t u d y ,  Timm [1 9 7 5 ]  r e c o m m e n d s  t h i s  
p r o c e d u r e  o v e r  t h e  R o y ' s  u n i  o n - i n t e r  s e c t i  on  t e s t  [ M o r r i s o n ,  
1 9 7 6 ] ,  a  m u l t i v a r i a t e  c o n s t r u c t i o n  o f  s i m u l t a n e o u s  c o n f i d e n c e  
i n t e r v a l s  o n  t h e  r e s p o n s e - t r e a t m e n t  c o m b i n a t i o n s .  I n  
a d d i t i o n ,  t h e  S p e a r m a n  r a n k  c o r r e l a t i o n  c o e f f i e n t  w as  
u s e d  t o  m e a s u r e  t h e  a s s o c i a t i o n  b e t w e e n  t h e  two r e s p o n s e  
v a r i a b l e s .  T h i s  t e s t  w a s  s i g n i f i c a n t  a t  t h e  . 1 0  l e v e l  
f o r  o n l y  one  c e l l .  T h u s ,  i n t e r e s t  r a t e  a n d  l o a n  s i z e  
w e r e  n o t  h i g h l y  c o r r e l a t e d .
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p - v a l u e s  b e t w e e n  t h e  r a n k e d  d a t a  ( T a b l e  6) a n d  t h e  u n r a n k e d  
d a t a  ( T a b l e  7 ) ,  p a r t i c u l a r l y  f o r  t h e  CPA f i r m / c o m p a n y  
i n t e r a c t i o n  e f f e c t  [ C o n o v e r ,  1 9 8 0 ] .
T a b l e  8 p r e s e n t s  t h e  r e s u l t s  o f  t h e  u n i v a r i a t e  t e s t s .  
The d e p e n d e n t  v a r i a b l e s  i n  t h i s  a n a l y s i s  c o n t a i n e d  t h e  
a c t u a l  r e s p o n s e s .  T h a t  i s ,  t h e  z e r o  l o a n  a m o u n t s  w e r e  
u t i l i z e d  i n  t h e  u n i v a r i a t e  a n a l y s i s .  A l l  t h r e e  o f  t h e  
m a i n  e f f e c t s  s i g n i f i c a n t l y  a f f e c t e d  t h e  s i z e  o f  t h e  l i n e  
o f  c r e d i t  a t  t h e  .05  l e v e l ,  w h i l e  o n l y  t h e  c a p i t a l  s t r u c t u r e  
o f  t h e  company h a d  a  s i g n i f i c a n t  e f f e c t  on  t h e  i n t e r e s t  
r a t e .  The i n t e r a c t i o n  e f f e c t  w as  n o t  s i g n i f i c a n t  i n  
t h e  u n i v a r i a t e  a n a l y s i s  p r o b a b l y  b e c a u s e  t h e  u n i v a r i a t e  
t e s t  i n c o r p o r a t e d  a l l  o f  t h e  o b s e r v a t i o n s  ( i . e . ,  t h i s  
t e s t  i n c l u d e d  t h e  27 o b s e r v a t i o n s  t h a t  s p e c i f i e d  a  z e r o  
l o a n  a m o u n t ,  b u t  no  i n t e r e s t  r a t e ) , w h e r e a s  t h e  m u l t i v a r i a t e  
t e s t  c o u l d  n o t  i n c l u d e  t h e  z e r o  l o a n  a m o u n t s  s i n c e  no 
i n t e r e s t  r a t e  w as  g i v e n .  A d d i t i o n a l l y ,  t h e  e x c l u s i o n  
o f  t h e  z e r o  l o a n  a m o u n t s  f o r  t h e  m u l t i v a r i a t e  t e s t s  a l s o  
h e l p s  t o  a c c o u n t  f o r  t h e  f a c t  t h a t  t h e  CPA f i r m  e f f e c t  
w as  s i g n i f i c a n t  i n  t h e  u n i v a r i a t e  t e s t ,  b u t  i n s i g n i f i c a n t  
i n  t h e  m u l t i v a r i a t e  t e s t .
1 0 2
TABLE 8
UNIVARIATE ANALYSIS OF VARIANCE RESULTS
R e s p o n s e  V a r i a b l e F V a l u e P r o b . > F
Loan  S i z e :
R e p o r t  E f f e c t 3 . 9 4 .0 2 0 1
CPA F i rm  E f f e c t 6 . 0 7 .0 1 4 2
Company ( C a p i t a l  S t r u c t u r e ) E f f e c t 3 1 . 2 1 .00 0 1
F i rm /C o m p a n y  I n t e r a c t i o n 0 . 1 5 .6991
I n t e r e s t  R a t e :
R e p o r t  E f f e c t 0 . 6 6 .5 1 8 0
CPA F i rm  E f f e c t 2 .4 1 .1 2 1 7
Company ( C a p i t a l  S t r u c t u r e ) E f f e c t 2 3 . 2 9 .0 0 0 1
F i rm /C o m p a n y  I n t e r a c t i o n 0 . 0 2 . 8 8 8 2
M u l t i p l e  C o m p a r i s o n s  f o i ^ - t h e  R e p o r t  E f f e c t
S i n c e  t h e r e  w e r e  t h r e e  l e v e l s  o f  r e p o r t ,  a  m u l t i p l e  
c o m p a r i s o n  t e c h n i q u e  w a s  u s e d  t o  s e e  w h i c h  f a c t o r  l e v e l s  
d i f f e r e d  s i g n i f i c a n t l y .  The T u k e y - K r a m e r  m e t h o d  o f  m u l t i p l e  
c o m p a r i s o n s  w a s  s e l e c t e d  b e c a u s e  i t  g i v e s  s u f f i c i e n t  
p o w e r  w h i l e  p r o t e c t i n g  a g a i n s t  t h e  e x p e r i m e n t w i s e  e r r o r  
r a t e .  When t h e  s a m p l e  s i z e s  a r e  n o t  e q u a l ,  T u k e y -K r a m e r  
i s  c o n s e r v a t i v e  [ K le in b a u m  a n d  K u p p e r ,  1 9 7 8 ] .  An a l p h a  
l e v e l  o f  . 0 5  was  u s e d .  The s i z e  o f  l o a n  recom m ended  
f o r  t h e  company w hen  t h e  f i n a n c i a l  s t a t e m e n t s  c o n t a i n e d  
a n  a u d i t  r e p o r t  w a s  s i g n i f i c a n t l y  d i f f e r e n t  f ro m  t h e  
l o a n  s i z e  g r a n t e d  when t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  
c o m p i l e d .  H o w e v e r ,  a n  a u d i t  d i d  n o t  r e s u l t  i n  a  s t a t i s ­
t i c a l l y  s i g n i f i c a n t  d i f f e r e n t  l i n e  o f  c r e d i t  t h a n  a  r e v i e w ,
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a n d  a  r e v i e w  d i d  n o t  r e s u l t  i n  a  s t a t i s t i c a l l y  s i g n i f i c a n t  
d i f f e r e n t  l i n e  o f  c r e d i t  t h a n  a  c o m p i l a t i o n .
The mean s c o r e s  o f  t h e  s u b j e c t s "  r e s p o n s e s  a r e  p r e s e n t e d  
i n  T a b l e  9 .  As e x p e c t e d ,  t h e  mean l o a n  s i z e  i n c r e a s e d  
a s  t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e  i n c r e a s e d .  H o w ev e r ,  
t h e  i n t e r e s t  r a t e  w as  n o t  a f f e c t e d  by t h e  t y p e  o f  r e p o r t .
The l a r g e s t  d i f f e r e n c e  i n  t h e  mean s c o r e s  f o r  t h e  i n t e r e s t  
r a t e  w a s  o n l y  one  t e n t h  o f  one  p e r  c e n t .  The c o m p i l a t i o n  
r e p o r t  e v e n  r e s u l t e d  i n  a  s l i g h t l y  l o w e r  i n t e r e s t  r a t e  
t h a n  t h e  r e v i e w  r e p o r t .  H o w e v e r ,  t h i s  d i f f e r e n c e  w as  
n o t  s t a t i s t i c a l l y  s i g n i f i c a n t  a n d ,  t h e r e f o r e ,  a p p e a r s  
t o  be due  t o  c h a n c e .  The  c o m p a n i e s  t h a t  r e c e i v e d  a n  
a c c o u n t a n t ' s  r e p o r t  f r o m  a n  i n t e r n a t i o n a l  CPA f i r m  w e r e  
g r a n t e d  a  h i g h e r  l o a n  a m o u n t  a n d  a  l o w e r  i n t e r e s t  r a t e  
t h a n  t h e  c o m p a n i e s  t h a t  r e c e i v e d  a n  a c c o u n t a n t ' s  r e p o r t  
f r o m  a  l o c a l  CPA f i r m .  The c o m p a n i e s  w i t h  a  s t r o n g  c a p i t a l  
s t r u c t u r e  a l s o  r e c e i v e d  a  m o re  f a v o r a b l e  l i n e  o f  c r e d i t  
t h a n  t h e  c o m p a n i e s  w i t h  a  w eak  c a p i t a l  s t r u c t u r e .
A nalysis of-No. .Rejaort-JEff a c t
I n  a d d i t i o n  t o  t h e  3 x 2 x 2  MANOVAs, 1 2  o n e - w a y  MANOVAs 
w e r e  p e r f o r m e d  t o  a n a l y z e  t h e  e f f e c t  o f  n o  a c c o u n t a n t ' s  
r e p o r t  on t h e  l i n e  o f  c r e d i t  d e c i s i o n .  S i n c e  t h e r e  w as  
no  a c c o u n t i n g  f i r m  i n v o l v e d  w hen  t h e  f i n a n c i a l  s t a t e m e n t s  
w e r e  i n t e r n a l l y  g e n e r a t e d  a n d  t h e r e  w a s  s i g n i f i c a n t  i n t e r ­
a c t i o n ,  t h e  e f f e c t  o f  n o  a c c o u n t a n t ' s  r e p o r t  was  c o m p a r e d  
t o  e a c h  c o m b i n a t i o n  o f  f a c t o r s .  T h a t  i s ,  t h e  e f f e c t
1 0 4
TABLE 9
MEAN SCORES OF THE DECISION VARIABLES
F a c t o r L o a n  S i z e  I n t e r e s t  R a t e
(Above P r im e )
Rep&Ct
A u d i t $ 1 4 2 , 9 2 7 2.05%“
Review 7 l 2 9 , 4 1 j L 2.15%
C o m p i l a t i o n 1 1 1 8 , 3  28 2 .0 9 S .
Fhm
I n t e r n a t i o n a l $ 1 3 6 , 4 9 4 2.05%
L o c a l $ 1 2 4 ,3 9 0 2 . 1 4£j
C a p i t a l  S t r u c t u r e
S t r o n g $ 1 5 1 , 9 7 4 1.91%
Weak $ 1 0 7 , 0 5 4 2.31%
N o t e :  Means l i n k e d  by a  common b r a c k e t  do n o t  d i f f e r  s i g n i ­
f i c a n t l y  f ro m  e a c h  o t h e r .  Means n o t  l i n k e d  t o g e t h e r  
d i f f e r  s i g n i f i c a n t l y  a t  a n  a l p h a  l e v e l  o f  . 0 5  ( u s i n g  
T u k e y - K r a m e r ' s  M u l t i p l e  C o m p a r i s o n  T e s t ) .
o f  t h e  f a c t o r s  w a s  c o n f o u n d e d  w hen  m a k i n g  t h e s e  c o m p a r i s o n s .  
No a c c o u n t a n t ' s  r e p o r t  was  c o m p a r e d  t o  e a c h  o f  t h e  f o l l o w i n g :
1) a n  a u d i t  
CPA f i r m
p e r f o r m e d
•
9
by a l a r g e i n t e r n a t i o n a l
2) a n  a u d i t p e r f o r m e d by a l o c a l CPA f i r m ;
3) a  r e v i e w  
CPA f i r m
p e r f o r m e d
•
9
by a l a r g e i n t e r n a t i o n a l
4) a  r e v i e w p e r f o r m e d by a l o c a l CPA f i r m ;
105
5) a  c o m p i l a t i o n  p e r f o r m e d  by a  l a r g e  i n t e r n a t i o n a l  
CPA f i r m ;  a n d
6) a  c o m p i l a t i o n  p e r f o r m e d  by a  l o c a l  CPA f i r m .
The a b o v e  c o m p a r i s o n s  w e r e  m ade  f o r  b o t h  t h e  company 
w i t h  a s t r o n g  c a p i t a l  s t r u c t u r e  a n d  f o r  t h e  company w i t h  
a  weak  c a p i t a l  s t r u c t u r e .  The F - v a l u e s  a n d  t h e  p - v a l u e s  
f o r  t h e s e  MANOVAs a r e  p r e s e n t e d  i n  T a b l e s  10  a n d  1 1 .
P e r  e x a m i n a t i o n  o f  t h e s e  t a b l e s ,  o n l y  o n e  o f  t h e  c o m p a r i s o n s  
w a s  s i g n i f i c a n t l y  d i f f e r e n t  a t  t h e  . 0 5  l e v e l . An a u d i t  
p e r f o r m e d  by a  l a r g e  i n t e r n a t i o n a l  CPA f i r m  f o r  a  company 
w i t h  a  weak c a p i t a l  s t r u c t u r e  r e s u l t e d  i n  a  s t a t i s t i c a l l y  
d i f f e r e n t  ( p - v a l u e  o f  . 0 3 1 9 )  l i n e  o f  c r e d i t  t h a n  when 
t h e  same company d i d  n o t  h a v e  a n y  a c c o u n t a n t ' s  r e p o r t .
To d e t e r m i n e  w h i c h  r e s p o n s e  v a r i a b l e s  ( i . e . ,  l o a n  
s i z e  o r  i n t e r e s t  r a t e )  w e r e  a f f e c t e d  by t h e  t y p e  o f  r e p o r t ,  
a  o n e - w a y  ANOVA was  p e r f o r m e d  f o r  e a c h  d e p e n d e n t  v a r i a b l e .
A t  t h e  . 0 5  l e v e l , t h e  com pany  w i t h  a  w eak  c a p i t a l  s t r u c t u r e  
t h a t  o b t a i n e d  a n  a u d i t  r e p o r t  p e r f o r m e d  by a  l a r g e  i n t e r ­
n a t i o n a l  f i r m  r e c e i v e d  a  l a r g e r  l i n e  o f  c r e d i t  ( p - v a l u e  
o f  . 0 0 7 4 )  t h a n  t h e  same company t h a t  d i d  n o t  r e c e i v e  
a n  a c c o u n t a n t ' s  r e p o r t .  H o w e v e r , t h e  i n t e r e s t  r a t e s  
w e r e  n o t  s i g n i f i c a n t l y  d i f f e r e n t  ( p - v a l u e  o f  . 1 0 1 3 ) .
B e c a u s e  t h e  o n e - w a y  MANOVA m o d e l s  d i d  n o t  t a k e  i n t o  
c o n s i d e r a t i o n  t h e  z e r o  l o a n  a m o u n t s  when n o  i n t e r e s t  
r a t e  w as  s t a t e d ,  o n e - w a y  ANOVAs w e r e  u s e d  t o  t e s t  t h e  
e f f e c t  o f  no  a c c o u n t a n t ' s  a s s o c i a t i o n  o n  t h e  l o a n  s i z e .  
B e s i d e s  t h e  s i g n i f i c a n t  d i f f e r e n c e  f o r  t h e  f a c t o r
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TABLE 10
MANOVA RESULTS FOR NO ACCOUNTANT'S REPORT 
WHEN THE COMPANY HAS A STRONG CAPITAL STRUCTURE
C o n t r a s t s F V a l u e P r o b . > F
No R e p o r t  v e r s u s ;
A u d i t  p e r f o r m e d  by  a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 0 . 6 0 .5 1 9 4
A u d i t  p e r f o r m e d  by  a  l o c a l  
CPA f i r m 1 . 8 8 .1 6 0 2
R e v ie w  p e r f o r m e d  by a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 0 . 8 9 .4 1 7 0
Rev iew  p e r f o r m e d  by  a l o c a l  
CPA f i r m 0 . 6 7 .5 1 7 0
C o m p i l a t i o n  p e r f o r m e d  by a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 1 . 6 7 . 1 9 6 2
C o m p i l a t i o n  p e r f o r m e d  by a  l o c a l  
CPA f i r m 0 . 6 7 .5 1 7 0
TABLE 11
MANOVA RESULTS FOR NO ACCOUNTANT'S REPORT 
WHEN THE COMPANY HAS A WEAK CAPITAL STRUCTURE
C o n t r a s t s F V a l u e P r o b . > F
No R e p o r t  v e r s u s ;
A u d i t  p e r f o r m e d  by  a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 3 . 6 5 .0 3 1 9
A u d i t  p e r f o r m e d  by  a  l o c a l  
CPA f i r m 0 . 4 1 .6 6 4 2
R e v iew  p e r f o r m e d  by  a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 0 . 0 3 .9 6 8 9
Rev iew  p e r f o r m e d  by  a l o c a l  
CPA f i r m 0 . 0 9 .9 1 3 3
C o m p i l a t i o n  p e r f o r m e d  by  a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 1 . 1 3 .3 2 8 9
C o m p i l a t i o n  p e r f o r m e d  by  a  l o c a l  
CPA f i r m 0 . 0 9 .9 1 3 3
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c o m b i n a t i o n  n o t e d  a b o v e ,  o n l y  o n e  o t h e r  c o m p a r i s o n  was 
s i g n i f i c a n t  a t  t h e  . 0 5  l e v e l .  An a u d i t  p e r f o r m e d  by 
a  l o c a l  CPA f i r m  f o r  a  company w i t h  a  s t r o n g  c a p i t a l  
s t r u c t u r e  r e s u l t e d  i n  a  s i g n i f i c a n t l y  l a r g e r  l o a n  s i z e  
t h a n  w hen  no  a c c o u n t a n t ' s  r e p o r t  w as  i s s u e d  ( p - v a l u e  
o f  . 0 3 5 6 )  . T h i s  l a t t e r  r e s u l t  w a s  a n o m a l o u s .  I f  a  
d i f f e r e n c e  w a s  f o u n d  f o r  a n  a u d i t  p e r f o r m e d  by a  l o c a l  
CPA f i r m ,  one  w o u l d  e x p e c t  a  d i f f e r e n c e  a l s o  t o  be f o u n d  
f o r  a n  a u d i t  p e r f o r m e d  by a n  i n t e r n a t i o n a l  CPA f i r m ,  
p a r t i c u l a r l y  i n  v i e w  o f  t h e  m ean  s c o r e s  p r e s e n t e d  i n  
T a b l e  9 .  H o w e v e r ,  w hen  m a k i n g  s o  many c o m p a r i s o n s  ( i . e . ,
1 2  i n  t h i s  c a s e ) , a  s i g n i f i c a n c e  l e v e l  o f  . 0 3 5 6  i s  n o t  
v e r y  h i g h .  I n  f a c t ,  w i t h  1 2  c o m p a r i s o n s ,  t h e r e  i s  g r e a t e r  
t h a n  a  33 p e r  c e n t  c h a n c e  t h a t  one  s i g n i f i c a n t  d i f f e r e n c e  
w i l l  be  f o u n d  a t  t h e  . 0 3 5 6  l e v e l . 3
^ T w e lv e  MANOVA m o d e l s  w e r e  r u n  o n  t h e  r a n k e d  d a t a  u t i l i z i n g  
a n  i n t e r e s t  r a t e  f o r  t h e  z e r o  l o a n  r e c o m m e n d a t i o n s .
The same p r o c e d u r e  w as  f o l l o w e d  a s  n o t e d  i n  f o o t n o t e  
1 .  T h a t  i s ,  a n  i n t e r e s t  r a t e  e q u a l  t o  two s t a n d a r d  d e v i a t i o n s  
g r e a t e r  t h a n  t h e  mean i n t e r e s t  r a t e  f o r  t h e  a p p r o p r i a t e  
c o m b i n a t i o n  o f  f a c t o r s  was  u s e d  f o r  t h e  z e r o  l o a n  a m o u n t s .
Two c o m p a r i s o n s  w e r e  s i g n i f i c a n t  a t  t h e  . 0 5  l e v e l .  T h e s e  
two c o m p a r i s o n s  w e r e  t h e  same o n e s  a s  n o t e d  a b o v e .  
S p e c i f i c a l l y ,  a n  a u d i t  p e r f o r m e d  by a n  i n t e r n a t i o n a l  
CPA f i r m  f o r  a  f i n a n c i a l l y  w eak  company r e s u l t e d  i n  a 
s i g n i f i c a n t l y  d i f f e r e n t  l i n e  o f  c r e d i t  ( p - v a l u e  o f  . 0 1 1 )  
t h a n  when t h e  same company r e c e i v e d  no  a c c o u n t a n t ' s  r e p o r t .
I n  a d d i t i o n ,  an  a u d i t  p e r f o r m e d  by a  l o c a l  CPA f i r m  f o r  
a  f i n a n c i a l l y  s t r o n g  company r e s u l t e d  i n  a  s i g n i f i c a n t l y  
d i f f e r e n t  l i n e  o f  c r e d i t  ( p - v a l u e  o f  . 0 3 5 6 )  t h a n  when 
t h e  same company r e c e i v e d  no  a c c o u n t a n t ' s  r e p o r t .
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The r e s u l t s  o f  t h i s  s t u d y  c o n t r a s t  w i t h  t h e  f i n d i n g s  
o f  p r e v i o u s  r e s e a r c h .  The tw o  p r e v i o u s  s t u d i e s  ( i . e . ,  
J o h n s o n ,  P a n y ,  a n d  W h i t e  [1 9 8 3 ]  a n d  H i c k s  [ 1 9 8 2 ] )  t h a t  
i n v e s t i g a t e d  t h e  e f f e c t  o f  d i f f e r e n t  a c c o u n t i n g  s e r v i c e s  
o n  a  l e n d i n g  d e c i s i o n  f o u n d  t h a t  t h e  t y p e  o f  a c c o u n t i n g  
r e p o r t  d i d  n o t  a f f e c t  a  b a n k  l e n d i n g  d e c i s i o n .  H ow ev er ,  
t h e  r e s u l t s  o f  t h i s  s t u d y  show ed  t h a t  t h e  t y p e  o f  r e p o r t  
d i d  a f f e c t  a  l i n e  o f  c r e d i t  d e c i s i o n .  One r e a s o n  f o r  
t h e  d i f f e r e n c e  may be d u e  t o  t h e  i n c l u s i o n  o f  t h e  s i z e  
o f  t h e  CPA f i r m  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  company 
i n  t h e  m o d e l .  T h e s e  f a c t o r s  w e r e  n o t  e x a m i n e d  i n  p r e v i o u s  
r e s e a r c h ,  t h u s  t h e  e x p e r i m e n t a l  e r r o r  i n  t h e i r  s t u d i e s  
was  g r e a t e r .
The m a i n  d e p e n d e n t  v a r i a b l e  o f  t h e  p r e v i o u s  s t u d i e s  
w as  t h e  i n t e r e s t  r a t e  recom m ended  by t h e  b an k  l o a n  o f f i c e r .  
A c c o r d i n g  t o  f i n a n c e  1 i t e r a t u r e ,  t h e  r i s k i e r  t h e  i n v e s t m e n t ,  
t h e  h i g h e r  t h e  r e q u i r e d  r a t e  o f  r e t u r n  [W e s to n  a n d  B r i g h a m ,  
1 9 7 1 ]  . T h u s ,  t h i s  s t u d y  a n d  p r e v i o u s  s t u d i e s  h y p o t h e s i z e d  
t h a t  t h e  i n t e r e s t  r a t e  w o u l d  d e c r e a s e  a s  t h e  l e v e l  o f  
a s s u r a n c e  ( i . e . ,  a c c o u n t i n g  s e r v i c e )  i n c r e a s e d .  H ow ever ,  
t h e  r e s u l t s  o f  t h i s  s t u d y  i n d i c a t e  t h a t  t h e  l e v e l  o f  
a c c o u n t i n g  s e r v i c e  a f f e c t s  t h e  l o a n  s i z e  a n d  n o t  t h e  
i n t e r e s t  r a t e .  The f a c t  t h a t  t h e  c a p i t a l  s t r u c t u r e  d i d  
a f f e c t  t h e  i n t e r e s t  r a t e  d e m o n s t r a t e s  t h a t  a  r e l a t i o n s h i p  
d o e s  e x i s t  b e t w e e n  i n t e r e s t  r a t e  a n d  r i s k .  A p p a r e n t l y ,
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t h e  t y p e  o f  r e p o r t  w a s  n o t  a s  i m p o r t a n t  a s  t h e  c a p i t a l  
s t r u c t u r e  a l t h o u g h  i t  d i d  i n f l u e n c e  t h e  am o u n t  o f  t h e  
l o a n ,  w h i c h  a l s o  may b e  a  f u n c t i o n  o f  r i s k .
.Varlabl.e.s
T h i s  s t u d y  a l s o  i n v e s t i g a t e d  w h e t h e r  t h e  b a n k  l e n d i n g
/
o f f i c e r s '  p e r c e p t i o n s  d i f f e r  among t h e  t y p e s  o f  a c c o u n t i n g  
r e p o r t s .  A t o t a l  o f  e i g h t  p e r c e p t i o n s  w e r e  e x a m i n e d .
The s u b j e c t s  w e r e  a s k e d  t o  r e s p o n d  t o  t h e  f i r s t  s e v e n  
p e r c e p t i o n  q u e s t i o n s  by  u s i n g  a n  1 1 - p o i n t  s c a l e .  The 
e x a c t  s c a l e s  u s e d  i n  t h e  q u e s t i o n n a i r e  a r e  shown o n  t h e  
s a m p l e  q u e s t i o n n a i r e s  i n  A p p e n d i c e s  D, E, F ,  a n d  G.
The p e r c e p t i o n  q u e s t i o n s  w e r e  a s  f o l l o w s :
Q ls  How much r e s p o n s i b i l i t y  i s  t h e  CPA a s s u m i n g  
f o r  t h e  a c c u r a c y  o f  t h e  i n f o r m a t i o n  i n  t h e  
f i n a n c i a l  s t a t e m e n t s  o f  S k i n n e r ' s  ( W i l l i a m s ' )
O f f i c e  S u p p l y  a n d  E q u ip m e n t  Company?
Q2:  How much a s s u r a n c e  i s  t h e  CPA g i v i n g  t h a t  t h e
f i n a n c i a l  s t a t e m e n t s  a r e  p r e s e n t e d  i n  c o n f o r m i t y  
w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  
(GAAP)?
Q3: How ££m£jLdgat.-.ai..e y i m  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s
a r e  p r e s e n t e d  f a i r l y  i n  c o n f o r m i t y  w i t h  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  (GAAP)?
Q4: I n  o r d e r  t o  i d e n t i f y  q u e s t i o n a b l e  r e l a t i o n s h i p s
a n d  u n u s u a l  f l u c t u a t i o n s  i n  t h e  a m o u n t s  a p p e a r i n g  
on  t h e  f i n a n c i a l  s t a t e m e n t s ,  how e x t e n s i v e l y  
do  y o u  f e e l  t h a t  t h e  CPA u s e d  a n a l y t i c a l  p r o c e d u r e s ,  
s u c h  a s  a n a l y z i n g  r a t i o s  a n d  c o m p a r i n g  t h e  
f i n a n c i a l  s t a t e m e n t  a m o u n t s  w i t h  p r i o r  y e a r s '  
s t a t e m e n t s ,  b u d g e t s ,  a n d / o r  f o r e c a s t s ?
Q5: To w h a t  e x t e n t  do y o u  f e e l  t h a t  t h e  CPA p e r f o r m e d
t e s t s  o f  t h e  a c c o u n t  b a l a n c e s  c o m p r i s i n g  t h e  
f i n a n c i a l  s t a t e m e n t s  by e x a m i n i n g  t h e  s u p p o r t i n g  
d o c u m e n t s  o r  by  c o r r e s p o n d i n g  d i r e c t l y  w i t h  
t h i r d  p a r t i e s ,  s u c h  a s  d e b t o r s  a n d  c r e d i t o r s ?
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Q6: How much e v i d e n c e  do y o u  f e e l  t h a t  t h e  CPA
c o l l e c t e d  i n  a n  a t t e m p t  t o  a s c e r t a i n  t h a t  t h e  
m o r e  i m p o r t a n t  a c c o u n t i n g  c o n t r o l  p r o c e d u r e s  
w e r e  f u n c t i o n i n g  d u r i n g  t h e  f i s c a l  p e r i o d  o f  
t h e  f i n a n c i a l  s t a t e m e n t s ?
Q7: To w h a t  e x t e n t  do y o u  f e e l  t h a t  t h e  CPA made
i n q u i r i e s  o f  m a n a g e m e n t  c o n c e r n i n g  t h e  g e n e r a l  
u n d e r s t a n d i n g  o f  t h e  n a t u r e  o f  t h e  e n t i t y ' s  
b u s i n e s s  a n d  s i g n i f i c a n t  a c c o u n t i n g  m a t t e r s ,  
s u c h  a s  t h e  c o m p a n y ' s  r e c o r d  k e e p i n g  p r o c e d u r e s  
a n d  a c t i o n s  t a k e n  a t  t h e  b o a r d  o f  d i r e c t o r ' s  
m e e t i n g s ?
Q8:  A ssum e t h a t  w hen  a n  a u d i t  r e p o r t  i s  i s s u e d
by a  CPA, 100  p o i n t s  r e p r e s e n t s  t h e  am oun t  
o f  c o n f i d e n c e  t h a t  y o u  h a v e  t h a t  t h e  f i n a n c i a l  
s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  
g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  (GAAP). 
G iv e n  t h e  C P A 's  c o m p i l a t i o n  r e p o r t  on p a g e  
1 ,  how many p o i n t s  w o u l d  y o u  a s s i g n  t o  t h e  
am o u n t  o f  c o n f i d e n c e  t h a t  y o u  h a v e  t h a t  t h e  
f i n a n c i a l  s t a t e m e n t s  a r e  p r e s e n t e d  i n  a c c o r d a n c e  
w i t h  GAAP? (For  e x a m p l e ,  i f  y o u  a r e  90% a s  
c o n f i d e n t  w hen  a  c o m p i l a t i o n  r e p o r t  i s  i s s u e d  
a s  c o m p a r e d  t o  when a n  a u d i t  r e p o r t  i s  i s s u e d ,  
t h e n  y o u r  a n s w e r  w o u l d  be 9 0 . )
_____________p o i n t s
T h e  f i r s t  s e v e n  q u e s t i o n s  a p p e a r e d  o n  a l l  t h e  q u e s t i o n ­
n a i r e s  c o n t a i n i n g  a n  a u d i t ,  a r e v i e w ,  o r  a  c o m p i l a t i o n  
r e p o r t .  H o w e v e r ,  Q u e s t i o n  8 v a r i e d  d e p e n d i n g  u p o n  t h e  
t y p e  o f  r e p o r t .  Q u e s t i o n  8 shown a b o v e  w a s  f o r  t h e  c o m p i ­
l a t i o n  r e p o r t .  The q u e s t i o n  f o r  t h e  r e v i e w  r e p o r t  w as  
i d e n t i c a l  t o  t h e  q u e s t i o n  shown a b o v e  e x c e p t  f o r  t h e  
f a c t  t h a t  " r e v i e w "  w a s  s u b s t i t u t e d  f o r  " c o m p i l a t i o n . "  
Q u e s t i o n  8 t h a t  a p p e a r e d  o n  t h e  q u e s t i o n n a i r e  c o n t a i n i n g  
t h e  a u d i t  r e p o r t  a n c h o r e d  o n  t h e  c o m p i l a t i o n  r e p o r t .
T h a t  i s ,  w h e r e v e r  t h e  w o rd  " c o m p i l a t i o n "  a p p e a r s  i n  t h e  
q u e s t i o n  shown a b o v e ,  t h e  w o rd  " a u d i t "  w as  s u b s t i t u t e d ,
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a n d  w h e r e v e r  t h e  w o rd  " a u d i t "  a p p e a r s ,  t h e  w o rd  " c o m p i ­
l a t i o n "  w as  u s e d .  T he  e x a m p l e  g i v e n  w a s  a l s o  d i f f e r e n t .
F o r  t h e  q u e s t i o n n a i r e  c o n t a i n i n g  t h e  a u d i t  r e p o r t ,  200 
p e r  c e n t  w a s  u s e d  r a t h e r  t h a n  90 p e r  c e n t .  H ow ev er ,  
a  p o t e n t i a l  p r o b l e m  r e s u l t e d  f ro m  t h e  f a c t  t h a t  Q u e s t i o n  
8 f o r  t h e  q u e s t i o n n a i r e  c o n t a i n i n g  t h e  a u d i t  r e p o r t  a n c h o r e d  
on  a  c o m p i l a t i o n ,  w h i l e  t h e  o t h e r  f o r m s  o f  t h e  q u e s t i o n n a i r e  
a n c h o r e d  o n  a n  a u d i t  r e p o r t .  F o r  a n a l y s i s  p u r p o s e s ,  
t h e  a n s w e r s  f o r  Q u e s t i o n  8 f o r  t h e  a u d i t  r e p o r t  w e r e  
t r a n s f o r m e d  by t a k i n g  t h e  o r i g i n a l  r e s p o n s e  a n d  m u l t i p l y i n g  
i t  by  t h e  mean o f  t h e  a n s w e r s  f o r  Q u e s t i o n  8 g i v e n  on 
t h e  q u e s t i o n n a i r e s  c o n t a i n i n g  t h e  c o m p i l a t i o n  r e p o r t  
a n d  t h e n  d i v i d i n g  b y  1 0 0 .  T h e o r e t i c a l l y ,  i f  t h e  a n c h o r i n g  
w as  n o t  s i g n i f i c a n t ,  t h e n  t h e  m ean  r e s p o n s e  f o r  t h e  a u d i t  
r e p o r t  s h o u l d  b e  100 a f t e r  m a k in g  t h e  c o n v e r s i o n .  The 
mean  r e s p o n s e  f o r  t h e  a u d i t  r e p o r t  w as  1 0 6 ,  w h ic h  a p p e a r s  
t o  i n d i c a t e  t h a t  t h e  a n c h o r i n g  e f f e c t  w a s  n o t  v e r y  
s u b s t a n t i a l .
The s t a t i s t i c a l  a n a l y s i s  f o r  t h e  p e r c e p t i o n  v a r i a b l e s  
f o l l o w e d  t h e  same b a s i c  p r o c e d u r e s  a s  d e s c r i b e d  f o r  t h e  
d e c i s i o n  v a r i a b l e s ,  e x c e p t  c a p i t a l  s t r u c t u r e  s h o u l d  n o t  
h a v e  a f f e c t e d  t h e  p e r c e p t i o n s  o f  t h e  b a n k  l e n d i n g  o f f i c e r s .  
The p e r c e p t i o n  q u e s t i o n s  w e r e  a s k e d  b e f o r e  t h e  f i n a n c i a l  
s t a t e m e n t s  w e r e  p r e s e n t e d ,  a n d  t h e  s u b j e c t s  w e r e  i n s t r u c t e d  
t o  a n s w e r  t h e s e  q u e s t i o n s  b a s e d  u p o n  t h e  a c c o u n t a n t ' s  
r e p o r t  a n d  n o t  o n  a n y  o t h e r  i n f o r m a t i o n  c o n t a i n e d  i n
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t h e  q u e s t i o n n a i r e .  T h u s ,  a  3x2 MANOVA was  u t i l i z e d  i n  
a n a l y z i n g  t h e  p e r c e p t i o n  v a r i a b l e s .  I n  a d d i t i o n ,  6 o n e -w a y  
MANOVAs w e r e  u s e d  t o  a n a l y z e  t h e  e f f e c t  o f  t h e  i n t e r n a l l y  
g e n e r a t e d  s t a t e m e n t s  ( i . e . ,  no a c c o u n t a n t ' s  r e p o r t )  o n  
t h e  p e r c e p t i o n s  o f  t h e  s u b j e c t s .
T e s t  o f  t h e  A s s u m p t i o n s  o f  t h e  Model
The a s s u m p t i o n  t h a t  t h e  d e p e n d e n t  v a r i a b l e s  w e r e  
m u l t i - n o r m a l l y  d i s t r i b u t e d  f o r  t h e  MANOVA m o d e l  w as  e x a m i n e d  
f i r s t .  S i n c e  t h e  d a t a  was  d i s c r e t e  ( e x c e p t  f o r  t h e  
r e s p o n s e s  t o  Q u e s t i o n  8 ) ,  i t  w as  n o t  s u r p r i s i n g  t h a t  
t h e  n o r m a l i t y  a s s u m p t i o n  w a s  v i o l a t e d .  I n  f a c t ,  t h e  
n u l l  h y p o t h e s i s  t h a t  t h e  r e s i d u a l s  w e r e  n o r m a l l y  d i s t r i b u t e d  
w a s  r e j e c t e d  f o r  a l l  48 c e l l s  ( s i x  f a c t o r  c o m b i n a t i o n s  
a n d  e i g h t  r e s p o n s e s )  a t  t h e  . 0 5  l e v e l .  An e x a m i n a t i o n  
o f  t h e  s t e m - a n d - l e a f  p l o t s  o f  t h e  r e s i d u a l s  d i d  n o t  r e v e a l  
a n y  d i s c e r n i b l e  p a t t e r n .  H o w ev er ,  a s  i n  t h e  c a s e  o f  
t h e  d e c i s i o n  v a r i a b l e s ,  t h r e e  t r a n s f o r m a t i o n s — l o g ,  i n v e r s e ,  
a n d  s q u a r e  r o o t — w e r e  u s e d  t o  s e e  i f  t h e  r e s i d u a l s  c o u l d  
b e  t r a n s f o r m e d  i n t o  a  m u l t i v a r i a t e  n o r m a l  d i s t r i b u t i o n .
None o f  t h e s e  t r a n s f o r m a t i o n s  h e l p e d .  The K o lom ogorov  
D s t a t i s t i c  w as  c o m p u te d  t o  t e s t  f o r  t h e  n o r m a l i t y  
a s s u m p t i o n .
MANQVA R esu lt s
S i n c e  t h e  r e s i d u a l s  w e r e  n o t  n o r m a l l y  d i s t r i b u t e d ,  
t h e  MANOVA m o d e l  was  u s e d  f o r  b o t h  t h e  r a n k e d  d a t a  a n d
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t h e  o r i g i n a l  d a t a .  The F a n d  p - v a l u e s  a r e  shown i n  T a b l e s  
1 2  a n d  1 3 .  The p - v a l u e s  d i f f e r  s l i g h t l y  i n  t h e s e  two 
t a b l e s  w i t h  t h e  m a j o r  d i f f e r e n c e  o c c u r r i n g  i n  t h e  i n t e r ­
a c t i o n  t e r m .  T h e r e f o r e ,  t h e  r a n k e d  d a t a  w as  u s e d  i n  
t h e  a n a l y s i s  [ C o n o v e r ,  1 9 8 0 ] .
P e r  e x a m i n a t i o n  o f  T a b l e  1 2 ,  t h e  i n t e r a c t i o n  e f f e c t  
w as  s i g n i f i c a n t  a t  t h e  . 0 1 7 2  l e v e l .  T h e r e f o r e ,  s e p a r a t e  
3 x 2  ANOVAs w e r e  p e r f o r m e d  o n  e a c h  r e s p o n s e  v a r i a b l e  t o  
f i n d  w h i c h  r e s p o n s e  v a r i a b l e s  h a d  s i g n i f i c a n t  i n t e r a c t i o n  
e f f e c t s .  O n ly  Q u e s t i o n  6 h a d  a  s i g n i f i c a n t  i n t e r a c t i o n  
e f f e c t  ( p - v a l u e  o f  . 0 1 9 )  .4
ANQVft Results
U n i v a r i a t e  t e s t s  w e r e  p e r f o r m e d  t o  i s o l a t e  w h i c h  
r e s p o n s e  v a r i a b l e s  a c c o u n t e d  f o r  t h e  s i g n i f i c a n t  e f f e c t s  
( s e e  f o o t n o t e  1 on p a g e  1 0 9 ) .  E x c e p t  f o r  Q u e s t i o n  6 ,  
t h e  i n t e r a c t i o n  t e r m  w as  d r o p p e d  f r o m  t h e  ANOVA m o d e l s .
The r e s u l t s  o f  t h e s e  t e s t s  a r e  p r e s e n t e d  i n  T a b l e  1 4 .
T h i s  t a b l e  show s  t h a t  t h e  r e p o r t  e f f e c t  w as  s i g n i f i c a n t  
a t  t h e  . 0 0 0 1  l e v e l  f o r  e a c h  p e r c e p t i o n  v a r i a b l e ,  an d  
t h e  CPA f i r m  e f f e c t  w as  s i g n i f i c a n t  a t  t h e  .05  l e v e l
4 to v e r i f y  t h i s  c o n c l u s i o n ,  a n o t h e r  MANOVA w a s  r u n  w i t h o u t  
Q u e s t i o n  6 .  The r e s u l t s  show ed  t h a t  t h e  r e p o r t  e f f e c t  
( p - v a l u e  o f  . 0 0 0 0 )  a n d  t h e  CPA f i r m  e f f e c t  ( p - v a l u e  o f  
. 0 0 0 2 )  w e r e  s i g n i f i c a n t ,  w h i l e  t h e  i n t e r a c t i o n  e f f e c t  
( p - v a l u e  o f  . 1 0 2 8 )  was  n o t  s i g n i f i c a n t .
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TABLE 1 2
OVERALL MANOVA RESULTS— RANKED DATA
H y p o t h e s i s F V a l u e P r o b . > F
R e p o r t  E f f e c t 4 5 . 8 2 .0 0 0 0
CPA F i rm  E f f e c t 3 . 6 0 .0 0 0 5




H y p o t h e s i s F V a l u e P r o b . > F
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t  
R e p o r t / F i r m  I n t e r a c t i o n
5 1 . 0 5  
3 . 3 8  
1 . 5 5
.0 0 0 0
.0 0 0 9
.0 7 4 9
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TABLE 1 4
UNIVARIATE ANALYSIS OF VARIANCE RESULTS
R e s p o n s e  V a r i a b l e F V a l u e P r o b . > F
Q 1 - R e s p o n s i b i l i t y  
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t
2 2 1 . 8 7
3 . 8 7
.0 0 0 1
.0 5 2 4
Q2-GAAP A s s u r a n c e  
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t
1 2 2 . 9 9
0 . 0 2
.0 0 0 1
.8 7 6 7
Q3-GAAP C o n f i d e n c e  
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t
9 4 . 2 5
1 6 . 6 3
.0 0 0 1
.0 0 0 1
Q 4 - A n a l y t i c a l  Review 
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t
9 4 . 5 6
4 . 8 6
.00 0 1
.0 2 7 9
Q 5 - S u b s t a n t i v e  T e s t s  
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t
2 1 4 . 3 2  
4 . 8 1
.00 0 1
.0 2 8 9
Q 6 - C o m p l i a n c e  T e s t s *  
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t  
R e p o r t* C P A  F i rm
1 9 2 . 9 6
1 1 . 4 8
3 . 9 9
.0 0 0 1
.0 0 0 8
.0 1 9 3
Q 7 - I n q u i r i e s
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t
8 5 . 0 2
1 0 . 1 5
.0 0 0 1
.0 0 1 5
Q8-GAAP C o n f i d e n c e  
R e p o r t  E f f e c t  
CPA F i rm  E f f e c t
9 7 . 8 8
1 . 8 8
.0 0 0 1
.1 7 0 9
*The i n t e r a c t i o n  t e r m  w a s  i n c l u d e d  b e c a u s e  i t  h a d  a  s t a t i ­
s t i c a l l y  s i g n i f i c a n t  e f f e c t .
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f o r  Q u e s t i o n s  3 ,  4 ,  5 ,  a n d  7 . 5
A n a l y s i s  o f  No R ep o r t J E f  jEa c t
To a n a l y z e  t h e  e f f e c t  o f  no a c c o u n t a n t ' s  r e p o r t ,
6 o n e - w a y  MANOVAs w e r e  u s e d .  P e r  e x a m i n a t i o n  o f  T a b l e  
1 5 ,  o n l y  a n  a u d i t  r e p o r t  d i f f e r e d  s i g n i f i c a n t l y  f rom  
no  a c c o u n t a n t ' s  r e p o r t .  O n l y  two p e r c e p t i o n  q u e s t i o n s  
w e r e  a s k e d  o n  t h e  q u e s t i o n n a i r e s  t h a t  d i d  n o t  c o n t a i n  
a n  a c c o u n t a n t ' s  r e p o r t .  T h e s e  q u e s t i o n s  w e r e  3 a n d  8 ,  
w h i c h  b o t h  d e a l t  w i t h  t h e  a m o u n t  o f  c o n f i d e n c e  t h a t  t h e  
b a n k  l e n d i n g  o f f i c e r s  h a d  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  
w e r e  p r e s e n t e d  i n  a c c o r d a n c e  w i t h  GAAP. The r e s p o n s e s  
w e r e  s i g n i f i c a n t  a t  t h e  . 0 0 0 1  l e v e l  f o r  b o t h  q u e s t i o n s .
The r e s u l t s  shown i n  T a b l e  15 w e r e  c o n s i s t e n t  w i t h  
t h e  f i n d i n g s  m e n t i o n e d  e a r l i e r  f ro m  t h e  a n a l y s i s  o f  t h e  
3x2 MANOVA. T h a t  i s ,  t h e  b a n k e r s  h a d  s i g n i f i c a n t l y  m o re  
c o n f i d e n c e  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  p r e p a r e d  
i n  a c c o r d a n c e  w i t h  GAAP when s u c h  s t a t e m e n t s  w e r e  a u d i t e d  
t h a n  w hen  t h e  s t a t e m e n t s  w e r e  r e v i e w e d  o r  c o m p i l e d .
5 B e c a u s e  o f  t h e  s i g n i f i c a n t  i n t e r a c t i o n  e f f e c t  f o r  Q u e s t i o n  
6 ,  a  o n e - w a y  ANOVA w i t h  s i x  l e v e l s  was  u t i t i l i z e d .  T u k e y -  
K r a m e r ' s  M u l t i p l e  C o m p a r i s o n  p r o c e d u r e  w a s  u s e d .  The 
r e s u l t s  showed t h a t  t h e  t y p e  o f  r e p o r t  h a d  a  s i g n i f i c a n t  
e f f e c t  o n  t h e  r e s p o n s e s  a t  t h e  . 0 5  l e v e l ,  b u t  t h e  s i z e  
o f  t h e  CPA f i r m  d i d  n o t  h a v e  a  s i g n i f i c a n t  e f f e c t .
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TABLE 15
MANOVA RESULTS FOR NO ACCOUNTANTS REPORT
C o n t r a s t s F V a l u e P r o b . > F l
No R e p o r t  v e r s u s ?
A u d i t  p e r f o r m e d  by  a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 9 9 . 0 0 .0 0 0 1
A u d i t  p e r f o r m e d  by  a  l o c a l  
CPA f i r m 4 6 . 2 4 .0 0 0 1
R ev iew  p e r f o r m e d  by  a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 2 . 4 3 .0 9 2 0
Rev iew  p e r f o r m e d  by a  l o c a l  
CPA f i r m 0 . 0 1 .9 9 4 9
C o m p i l a t i o n  p e r f o r m e d  by a  l a r g e  
i n t e r n a t i o n a l  CPA f i r m 0 . 2 1 .8 1 1 6
C o m p i l a t i o n  p e r f o r m e d  by a  l o c a l  
CPA f i r m 0 . 0 1 .9 9 4 9
M u l t i p l e  C o m p a r i s o n s  f o r  t h e  R e p o r t  E f f e c t
T a b l e  16 show s  t h e  r e s u l t s  o f  T u k e y - K r a m e r ' s  M u l t i p l e  
C o m p a r i s o n  t e c h n i q u e .  F o r  e a c h  p e r c e p t i o n  q u e s t i o n ,  
t h e  a u d i t  r e p o r t  h a d  s t a t i s t i c a l l y  s i g n i f i c a n t  h i g h e r  
r e s p o n s e s  t h a n  a  r e v i e w  a n d  a  c o m p i l a t i o n .  The r e v i e w  
d i f f e r e d  s i g n i f i c a n t l y  f r o m  t h e  c o m p i l a t i o n  r e p o r t  on  
a l l  o f  t h e  r e s p o n s e s  e x c e p t  Q u e s t i o n s  2 ,  3 ,  a n d  8 .  I n  
a d d i t i o n ,  t h e  e f f e c t  o f  t h e  s i z e  o f  t h e  CPA f i r m  w as  
s t a t i s t i c a l l y  s i g n i f i c a n t  a t  t h e  . 0 5  l e v e l  f o r  Q u e s t i o n s  
3 t h r o u g h  7 .  The mean s c o r e s  f o r  t h e s e  p e r c e p t i o n  v a r i a b l e s  
a r e  a l s o  p r e s e n t e d  i n  T a b l e  1 6 .  O n ly  p e r c e p t i o n  Q u e s t i o n s  
3 a n d  8 w e r e  a p p l i c a b l e  t o  t h e  q u e s t i o n n a i r e s  t h a t  d i d  
n o t  c o n t a i n  a n  a c c o u n t a n t ' s  r e p o r t .  P e r  e x a m i n a t i o n
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TABLE 16
MEAN SCORES OF THE PERCEPTION VARIABLES
R e do r  t
Q u e s t i o n Aud. R ev . Com. None I n t . L o c .
Q l - r e s p o n s i b i l i t y 6 . 8 * 1 . 5 * 0 . 7 * _ 3 . 3 2 .9
Q2-GAAP a s s u r a n c e 8 . 4 * 3 . 4 3 . 6 - 5 . 3 5 . 2
Q3-GAAP c o n f i d e n c e 7 . 6 * 4 . 2 4 .0 3 . 8 5 . 8 4 . 9 "
Q 4 - a n a l y t i c a l  r e v i e w 5 . 6 * 3 . 1 * 1 . 8 * - 3 . 8 " 3 . 3 "
Q 5 - s u b s t a n t i v e  t e s t s 6 . 5 * 2 . 1 * 1 . 3 * - 3 . 6 " 3 . 2 "
Q 6 - c o m p l i a n c e  t e s t s 6 . 5 * 3 . 3 * 1 . 7 * - 4 . 2 3 . 5
Q 7 - i n q u i r i e s 6 . 3 * 4 .4 * 2 . 6 * - 4 . 8 " 4 . 1 "
Q8 -  GAAP co  n f  i  de  n ee 106* 47 43 44 70 63
* s i g n i f i e s  t h a t  t h e  m ean  r e s p o n s e  i s  s i g n i f i c a n t l y  d i f f e r e n t  
f r o m  t h e  m ean  r e s p o n s e s  f o r  t h e  o t h e r  t y p e s  o f  a c c o u n t i n g  
r e p o r t s  a t  a  . 0 5  l e v e l
" ' s i g n i f i e s  t h a t  t h e  m ean  r e s p o n s e  i s  s i g n i f i c a n t l y  d i f f e r e n t  
f r o m  t h e  mean r e s p o n s e  f o r  t h e  o t h e r  s i z e  o f  CPA f i r m  a t  a 
. 0 5  l e v e l
o f  t h i s  t a b l e ,  t h e  m ean  s c o r e s  i n c r e a s e d  a s  t h e  l e v e l  
o f  a c c o u n t i n g  s e r v i c e  i n c r e a s e d .  T h a t  i s ,  t h e  a u d i t  
r e p o r t  r e s u l t e d  i n  h i g h e r  m ean  s c o r e s  t h a n  t h e  r e v i e w  
r e p o r t ,  a n d  t h e  r e v i e w  r e p o r t  r e s u l t e d  i n  h i g h e r  m ean  
s c o r e s  t h a n  t h e  c o m p i l a t i o n  r e p o r t .  An e x c e p t i o n  w as  
Q u e s t i o n  2 ,  f o r  w h i c h  t h e  mean s c o r e  f o r  t h e  c o m p i l a t i o n
1 19
w as  s l i g h t l y  h i g h e r  t h a n  t h e  mean s c o r e  f o r  t h e  r e v i e w .
I n  a d d i t i o n ,  f o r  Q u e s t i o n  8 ,  t h e  i n t e r n a l l y  g e n e r a t e d  
s t a t e m e n t s  r e c e i v e d  a  s l i g h t l y  h i g h e r  mean s c o r e  t h a n  
t h e  c o m p i l a t i o n  r e p o r t .  T a b l e  16 a l s o  show s  t h a t  t h e  
r e p o r t s  i s s u e d  by i n t e r n a t i o n a l  CPA f i r m s  r e c e i v e d  h i g h e r  
m ean  s c o r e s  f o r  e a c h  p e r c e p t i o n  v a r i a b l e  t h a n  t h e  r e p o r t s  
i s s u e d  by a  l o c a l  f i r m .
D i B . c u s s i o n . o f  t h e .  J R e s u l t s — P e r c e p t i o n  V a r i a b l e s
The b an k  l o a n  o f f i c e r s  f e l t  t h a t  t h e  CPA was  g i v i n g  
s i g n i f i c a n t l y  m o re  a s s u r a n c e  i n  a n  a u d i t  r e p o r t  t h a n  
t h e  o t h e r  l e v e l s  o f  CPA a s s o c i a t i o n .  B a s e d  o n  t h e  r e s u l t s  
o f  Q u e s t i o n  8 ,  t h e  b a n k e r s  w e r e  m o re  t h a n  t w i c e  a s  c o n f i d e n t  
t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  p r e s e n t e d  i n  a c c o r d a n c e  
w i t h  GAAP t h a n  i n  a n y  o t h e r  l e v e l  o f  a s s u r a n c e .  H ow ever ,  
a n  e x a m i n a t i o n  o f  t h e  r e s p o n s e s  t o  Q u e s t i o n s  2 ,  3 ,  a n d  
8 a p p e a r s  t o  i n d i c a t e  t h a t  t h e  b a n k e r s  w e r e  c o n f u s e d  
a s  t o  t h e  l e v e l  o f  a s s u r a n c e  t h a t  t h e  CPA was  g i v i n g  
i n  a  r e v i e w  r e p o r t .  F o r  e a c h  o f  t h e s e  t h r e e  q u e s t i o n s ,  
t h e  s t a t i s t i c a l  a n a l y s i s  f o u n d  t h a t  no d i f f e r e n c e  e x i s t s  
i n  t h e  r e s p o n s e s  f o r  t h e  r e v i e w ,  c o m p i l a t i o n ,  a n d  no  
a c c o u n t a n t ' s  a s s o c i a t i o n .  I n  a  r e v i e w  r e p o r t ,  t h e  
a c c o u n t a n t  i s  " e x p r e s s i n g  l i m i t e d  a s s u r a n c e  t h a t  t h e r e  
a r e  no  m a t e r i a l  m o d i f i c a t i o n s  t h a t  s h o u l d  b e  made t o  
t h e  f i n a n c i a l  s t a t e m e n t s  i n  o r d e r  f o r  t h e  s t a t e m e n t s  
t o  b e  i n  c o n f o r m i t y  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s "  [ARSC, p a r  1 0 0 . 2 4 ] ,  a n d  i n  a  c o m p i l a t i o n
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r e p o r t ,  t h e  a c c o u n t a n t  i s  n o t  e x p r e s s i n g  a n y  a s s u r a n c e  
[ARSC, p a r .  1 0 0 . 0 4 ] .  T h e r e f o r e ,  t h e  am o u n t  o f  a s s u r a n c e  
g i v e n  by t h e  r e v i e w  r e p o r t  i s  i n t e n d e d  t o  be g r e a t e r  
t h a n  t h e  am o u n t  o f  a s s u r a n c e  g i v e n  by t h e  c o m p i l a t i o n  
r e p o r t .  S i n c e  t h e  r e s p o n s e s  t o  Q u e s t i o n s  3 a n d  8 w e r e  
n o t  d i f f e r e n t  f o r  t h e  c o m p i l a t i o n  r e p o r t  a n d  n o  a c c o u n ­
t a n t ' s  r e p o r t ,  i t  a p p e a r s  t h a t  t h e  b a n k  l o a n  o f f i c e r s  
w e r e  c o r r e c t l y  p e r c e i v i n g  t h e  m e s s a g e s  i n t e n d e d  by t h e  
c o m p i l a t i o n  r e p o r t  ( i . e . ,  no  a s s u r a n c e ) .
The  r e s p o n s e s  t o  Q u e s t i o n s  4 a n d  7 a l s o  may i n d i c a t e  
t h a t  t h e  b a n k  l o a n  o f f i c e r s  w e r e  n o t  c o r r e c t l y  p e r c e i v i n g  
t h e  m e s s a g e s  i n t e n d e d  by t h e  r e v i e w  r e p o r t .  F o r  t h e  
r e v i e w  r e p o r t ,  t h e  m ean  r e s p o n s e  t o  Q u e s t i o n s  4 a n d  7 
w e r e  3 . 1  a n d  4 . 4 ,  r e s p e c t i v e l y .  A n a l y t i c a l  r e v i e w  
p r o c e d u r e s  ( Q u e s t i o n  4) a n d  i n q u i r y  ( Q u e s t i o n  7) f o r m  
t h e  b a s i s  f o r  i s s u i n g  t h e  r e v i e w  r e p o r t .  Y e t ,  t h e  mean 
r e s p o n s e s  i n d i c a t e  t h a t  t h e  b a n k e r s  do n o t  p e r c e i v e  t h a t  
t h e s e  p r o c e d u r e s  a r e  o f t e n  u s e d  i n  a  r e v i e w .  F o r  Q u e s t i o n  
4 ,  t h e  m ean  r e s p o n s e  f o r  t h e  r e v i e w  r e p o r t  w a s  o n l y  1 . 3  
p o i n t s  h i g h e r  t h a n  f o r  a  c o m p i l a t i o n .  A l t h o u g h  t h i s  
d i f f e r e n c e  w as  s t a t i s t i c a l l y  d i f f e r e n t  a t  t h e  .05  l e v e l ,  
t h e  d i f f e r e n c e  s h o u l d  h a v e  b e e n  g r e a t e r  w hen  c o n s i d e r i n g  
t h a t  t h e  t y p e  o f  p r o c e d u r e s  m e n t i o n e d  i n  Q u e s t i o n  4 a r e  
r e q u i r e d  f o r  a  r e v i e w  [ARSC, p a r .  1 0 0 . 2 7 ]  a n d  n o t  f o r  
a c o m p i l a t i o n .  The f a c t  t h a t  a  s t a t i s t i c a l l y  s i g n i f i c a n t  
d i f f e r e n c e  o c c u r r e d  w hen  t h e  mean d i f f e r e n c e  w as  o n l y
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1 . 3  w a s  n o t  t o o  s u r p r i s i n g  when c o n s i d e r i n g  t h e  f a c t  
t h a t  t h e  c e l l  s i z e s  w e r e  l a r g e .
The CPA f i r m  e f f e c t  w a s  s i g n i f i c a n t  a t  t h e  .0 5  l e v e l  
f o r  Q u e s t i o n s  3 ,  4, 5 ,  a n d  7 .  H o w e v e r , t h e  m ean  s c o r e s  
w e r e  s i m i l a r  f o r  a l l  o f  t h e  p e r c e p t i o n  v a r i a b l e s .  The 
l a r g e s t  d i f f e r e n c e  o c c u r r e d  o n  p e r c e p t i o n  Q u e s t i o n  3 ,  
i n  w h i c h  t h e  mean s c o r e  f o r  t h e  i n t e r n a t i o n a l  f i r m  w as  
5 . 8  a n d  t h e  m ean  s c o r e  f o r  t h e  l o c a l  CPA f i r m  w as  4 . 9 ,  
w h i c h  i n d i c a t e s  t h a t  t h e  b a n k e r s  w e r e  s l i g h t l y  m o re  
c o n f i d e n t  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  p r e s e n t e d  
i n  a c c o r d a n c e  w i t h  GAAP when  t h e  r e p o r t  w as  i s s u e d  by 
a n  i n t e r n a t i o n a l  f i r m  t h a n  w hen  t h e  r e p o r t  w a s  i s s u e d  
by a  l o c a l  CPA f i r m .  I n  a d d i t i o n ,  t h e  b a n k e r s  p e r c e i v e d  
t h a t  s l i g h t l y  m o re  t e s t i n g  w a s  p e r f o r m e d  by a n  i n t e r n a t i o n a l  
CPA f i r m  t h a n  by a  l o c a l  CPA f i r m .
T he  b a n k e r s  p e r c e i v e d  t h a t  t h e  CPAs w e r e  a c c e p t i n g  
a  g r e a t e r  r e s p o n s i b i l i t y  f o r  t h e  a c c u r a c y  o f  t h e  i n f o r m a t i o n  
i n  a n  a u d i t  r e p o r t  t h a n  i n  a  r e v i e w  o r  a  c o m p i l a t i o n .
The l o a n  o f f i c e r s  a l s o  p e r c e i v e d  t h a t  t h e  CPA a s s u m e d  
a  g r e a t e r  a m o u n t  o f  r e s p o n s i b i l i t y  i n  a  r e v i e w  t h a n  a 
c o m p i l a t i o n .  H o w e v e r ,  p e r  e x a m i n a t i o n  o f  t h e  mean s c o r e s ,  
i t  a p p e a r s  t h a t  b a n k  l o a n  o f f i c e r s  f e e l  t h a t  t h e  CPA 
i s  a c c e p t i n g  v e r y  l i t t l e  r e s p o n s i b i l i t y  f o r  t h e  a c c u r a c y  
o f  t h e  f i n a n c i a l  s t a t e m e n t s  f o r  b o t h  a  r e v i e w  (mean s c o r e  
o f  1 . 4 )  a n d  a  c o m p i l a t i o n  (mean s c o r e  o f  . 7 ) .  The f i r m  
e f f e c t  w a s  n o t  s i g n i f i c a n t  a t  t h e  . 0 5  l e v e l .  T h e r e f o r e ,
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t h e  am o u n t  o f  r e s p o n s i b i l i t y  t h a t  t h e  b a n k  l o a n  o f f i c e r s  
p e r c e i v e  t h e  a c c o u n t a n t  a s  a s s u m i n g  made no d i f f e r e n c e  
a s  t o  w h e t h e r  t h e  CPA f i r m  w as  s m a l l  o r  l a r g e .
G e n e r a l l y ,  t h e  s u b j e c t s  p a r t i c i p a t i n g  i n  t h i s  s t u d y  
w e r e  e x p e r i e n c e d  b an k  l e n d i n g  o f f i c e r s .  T a b l e  17 sh o w s  
t h a t  t h e  a v e r a g e  n um ber  o f  y e a r s  t h a t  t h e  r e s p o n d e n t s  
s e r v e d  a s  b an k  l o a n  o f f i c e r s  w as  9 . 2 .  The m ean  number  
o f  y e a r s  e x p e r i e n c e  f o r  t h e  r e s p o n d e n t s  r e c e i v i n g  t h e  
q u e s t i o n n a i r e s  a d d r e s s e d  t o  " C h i e f  C o m m e rc ia l  C r e d i t  
O f f i c e r "  w as  1 1 . 5  y e a r s ,  w h i l e  t h e  mean num ber  o f  y e a r s  
e x p e r i e n c e  f o r  t h e  g r o u p  o b t a i n e d  f r o m  t h e  S c h o o l  o f  
B a n k i n g  o f  t h e  S o u t h  w as  7 . 8  y e a r s .  S l i g h t l y  o v e r  98 
p e r  c e n t  o f  t h e  r e s p o n d e n t s  w e r e  c u r r e n t l y  a p p r o v i n g  
l o a n s  e i t h e r  p e r s o n a l l y  o r  w i t h  a  c o m m i t t e e .  I n  a d d i t i o n ,
82 p e r  c e n t  o f  t h e  s u b j e c t s  h a d  a  c o l l e g e  d e g r e e ,  a n d  
96 p e r  c e n t  h a d  a t  l e a s t  some c o l l e g e  t r a i n i n g .  N e a r l y  
one  f i f t h  o f  t h e  s u b j e c t s  h a d  a t  l e a s t  a  m a s t e r s  d e g r e e .  
T h e r e f o r e ,  t h e  s u b j e c t s  w e r e  e x p e r i e n c e d  a n d  e d u c a t e d .
D e m o g r a p h i c  d a t a  on  t h e  b an k  s i z e  f o r  w h i c h  t h e  
r e s p o n d e n t s  w o r k e d  i s  p r e s e n t e d  i n  T a b l e  1 8 .  Of t h e  
5 1 2  r e s p o n d e n t s ,  8 f a i l e d  t o  a n s w e r  t h i s  d e m o g r a p h i c  
q u e s t i o n .  T h e r e f o r e ,  t h e  d a t a  a p p e a r i n g  i n  T a b l e  18 
was  b a s e d  u p o n  5 0 4  r e s p o n s e s .  As i l l u s t r a t e d  i n  t h i s  
t a b l e ,  a  g r e a t e r  c o v e r a g e  o f  t h e  l a r g e  b a n k s  w as  e m p h a s i z e d  
i n  t h e  s a m p l e  s e l e c t i o n  p r o c e s s .  The 490 q u e s t i o n n a i r e s
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TABLE 17
COMMERCIAL BANKING EXPERIENCE AND 
EDUCATION OF RESPONDING BANKERS
M e a su re Mean
S t a n d a r d
D e v i a t i o n
Y e a r s  o f  c o m m e r c i a l  l e n d i n g  e x p e r i e n c e  
S c h o o l  o f  B a n k i n g  o f  t h e  S o u t h  
C h i e f  C o m m e rc ia l  C r e d i t  O f f i c e r s  
T o t a l
7 . 8





M e a su re P e r c e n t
C u m u l a t i v e
P e r c e n t
F o rm a l  E d u c a t i o n :
H ig h  s c h o o l  
Some c o l l e g e  
B a c h e l o r s  d e g r e e  
M a s t e r s  d e g r e e  o r  h i g h e r
3.8%
1 8 . 3
6 0 . 0




1 0 0 . 0
t h a t  c o n t a i n e d  a  c o v e r  l e t t e r  a d d r e s s e d  t o  t h e  " C h i e f  
C o m m e rc ia l  C r e d i t  O f f i c e r "  w e r e  s e n t  o n l y  t o  b a n k s  t h a t  
h a d  a t  l e a s t  $ 5 0 , 0 0 0 , 0 0 0  i n  t o t a l  a s s e t s .  As a  r e s u l t ,
88 p e r  c e n t  o f  t h e  r e s p o n d e n t s  w e r e  l e n d i n g  o f f i c e r s  
w o r k i n g  f o r  b a n k s  w i t h  a t  l e a s t  $ 5 0 , 0 0 0 , 0 0 0  i n  a s s e t s .  
I n s u r e d  c o m m e r c i a l  b a n k s  i n  t h e  U n i t e d  S t a t e s  h a v e  c o m b in e d  
t o t a l  a s s e t s  o f  o v e r  $2 t r i l l i o n .  Banks  t h a t  h a v e  a t  
l e a s t  $ 5 0 , 0 0 0 , 0 0 0  i n  t o t a l  a s s e t s  a c c o u n t  f o r  8 9 . 3  p e r  
c e n t  o f  t h i s  t o t a l  [U. S. D e p a r t m e n t  o f  Commerce,  1 9 8 4 ]  .
1 2 4
TABLE 18
SIZE OF BANKS PARTICIPATING IN THE STUDY
Bank S i z e  i n  T e rm s  
o f  A s s e t s
P e r c e n t a g e  o f  
B anks  i n  S a m p le
P e r c e n t a g e  o f  
B anks  i n  t h e  U . S . l
L e s s  t h a n  $25 m i l l i o n 2.0% 28.8%
$25 t o  $50 m i l l i o n 9.7% 25 .9%
$50 t o  $100  m i l l i o n 36.7% 18.1%
$100  t o  $500 m i l l i o n 35.9% 12.7%
$500 m i l l i o n  o r  m o re 15.7% 3.1%
^ T h e s e  p e r c e n t a g e s  a r e  b a s e d  u p o n  t h e  num ber  o f  i n s u r e d  
c o m m e r c i a l  b a n k s .
S o u r c e :  U. S. D e p a r t m e n t  o f  Commerce,  B u r e a u  o f  t h e  C e n s u s ,
S t a t i s t i c a l  A b s t r a c t  o f  t h e .  U n i t e d  S t a t e s :  1984
( W a s h i n g t o n :  U. S. G o v e rn m e n t  P r i n t i n g  O f f i c e ,
1984)  , p .  4 9 1 .
T h e r e f o r e ,  i n  t e r m s  o f  t o t a l  d o l l a r s  c o n t r o l l e d  by t h e  
b a n k i n g  i n d u s t r y ,  t h e  s a m p l e  w as  r e p r e s e n t a t i v e . 6
t>To t e s t  f o r  t h e  e f f e c t  o f  b a n k  s i z e  on t h e  r e s p o n s e s  
o f  t h e  b an k  l o a n  o f f i c e r s ,  a  MANOVA w as  r u n  u s i n g  t h e  
b a n k  s i z e  a s  a  b l o c k i n g  v a r i a b l e .  The MANOVA m o d e l  r e s u l t e d  
i n  a  p - v a l u e  o f  .0 0 0 1  f o r  t h e  b a n k  s i z e .  When b an k  s i z e  
w a s  i n c l u d e d  i n  t h e  m o d e l  a s  a  b l o c k i n g  f a c t o r ,  t h e  p - v a l u e  
f o r  t h e  r e p o r t  e f f e c t  i n c r e a s e d ,  a n d  t h e  p - v a l u e s  f o r  
t h e  CPA f i r m  e f f e c t  a n d  t h e  c a p i t a l  s t r u c t u r e  o f  t h e  
com pany  e f f e c t  d e c r e a s e d .  I n  a d d i t i o n ,  t h e r e  w e r e  no  
i n t e r a c t i o n  e f f e c t s .  S e p a r a t e  3 x 2 x 2  MANOVAs w e r e  r u n  
f o r  e a c h  l e v e l  o f  b a n k  s i z e  t o  g a i n  some i n s i g h t  i n t o  
t h e  f l u c t u a t i o n  i n  t h e  p - v a l u e s  f o r  t h e  m a i n  e f f e c t s .
The r e s u l t s  o f  t h i s  p r o c e d u r e  show ed  t h a t  t h e  r e p o r t  
e f f e c t  d i d  n o t  c a u s e  s i g n i f i c a n t  d i f f e r e n c e s  a t  a n y  l e v e l .  
H o w e v e r ,  t h e  r e p o r t  e f f e c t  h a d  some s i g n i f i c a n t  i n t e r a c t i o n  
w i t h  t h e  CPA f i r m  e f f e c t  a t  two  o f  t h e  l e v e l s  o f  b a n k  
s i z e .  A MANOVA w as  a l s o  r u n  f o r  t h e  p e r c e p t i o n  v a r i a b l e s  
u s i n g  t h e  s i z e  o f  t h e  b a n k  a s  a  b l o c k i n g  v a r i a b l e .  The 
s i z e  o f  t h e  b a n k  w as  i n s i g n i f i c a n t  a t  t h e  . 0 5  l e v e l .
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Summary o f  t h e  R e s u l t s  
I n  c o n c l u s i o n ,  t h e  s u b j e c t s  f o r  t h i s  e x p e r i m e n t  
w e r e  e x p e r i e n c e d  b a n k  l o a n  o f f i c e r s .  W h e th e r  t h e  s u b j e c t s  
w e r e  a f f i l i a t e d  w i t h  t h e  S c h o o l  o f  B a n k i n g  o f  t h e  S o u t h  
h a d  n o  s i g n i f i c a n t  e f f e c t  on  t h e  r e s p o n s e s .  H ow ev e r ,  
t h e  s i z e  o f  t h e  b a n k  f o r  w h i c h  t h e  r e s p o n d e n t s  w o r k e d  
a p p e a r s  t o  h a v e  some i m p a c t  on  t h e  l e n d i n g  d e c i s i o n .
The t y p e  o f  r e p o r t ,  t h e  s i z e  o f  t h e  CPA f i r m ,  a n d  t h e  
c a p i t a l  s t r u c t u r e  a l l  a f f e c t e d  t h e  b a n k  l o a n  o f f i c e r ' s  
l i n e  o f  c r e d i t  d e c i s i o n .  The t y p e  o f  r e p o r t  a n d  t h e  
s i z e  o f  t h e  CPA f i r m  a l s o  a f f e c t e d  t h e  p e r c e p t i o n s  o f  
t h e  b a n k  l o a n  o f f i c e r s .  I n  t h e  p r e v i o u s  c h a p t e r ,  38 
h y p o t h e s e s  w e r e  d e v e l o p e d .  T a b l e  1 9  s u m m a r i z e s  t h e  r e s u l t s  
o f  t h e  s t a t i s t i c a l  a n a l y i s .  As n o t e d  i n  C h a p t e r  3 ,  t h e  
a l p h a  l e v e l  u s e d  i n  t h i s  s t u d y  was  . 0 5 .  T h e r e f o r e ,  a l l  
o f  t h e  r e j e c t e d  h y p o t h e s e s  shown i n  T a b l e  19 w e r e  s i g n i f ­
i c a n t  a t  l e s s  t h a n  t h e  . 0 5  l e v e l .
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TABLE 1 9
RESULTS OF THE TESTING OF THE HYPOTHESES
H y p o t h e s i s *  D e p e n d e n t  V a r i a b l e  C o n c l u s i o n
H i : R e f f e c t l o a n  am o u n t r e j e c t
H2: R e f f e c t i n t e r e s t  r a t e f a i l  t o r e j e c t
H3: R e f f e c t Q l - r e s p o n s i b i l i t y r e j e c t
H4: R e f f e c t Q 2 - a s s u r a n c e r e j e c t
H5: R e f f e c t Q 3 - c o n f  i d e n c e r e j e c t
H6: R e f f e c t Q 4 - a n a l y t i c a l  r e v i e w r e j e c t
H7: R e f f e c t Q 5 - s u b s t a n t i v e  t e s t s r e j e c t
H8: R e f f e c t Q 6 - c o m p l i a n c e  t e s t s r e j e c t
H9: R e f f e c t Q 7 - i n q u i r i e s r e j e c t
H10: R e f f e c t Q 8 - c o n f i d e n c e r e j e c t
H l l : F e f f e c t l o a n  am o u n t r e j e c t
Hi 2 : F e f f e c t i n t e r e s t  r a t e f a i l  t o r e j e c t
H13: F e f f e c t Q l - r e s p o n s i b i l i t y f a i l  t o r e j e c t
Hi 4 : F e f f e c t Q 2 - a s s u r a n c e f a i l  t o r e j e c t
Hi 5: F e f f e c t Q 3 - c o n f i d e n c e r e j e c t
H16: F e f f e c t Q 4 - a n a l y t i c a l  r e v i e w r e j e c t
Hi 7 : F e f f e c t Q 5 - s u b s t a n t i v e  t e s t s r e j e c t
HI 8 : F e f f e c t Q 6 - c o m p l i a n c e  t e s t s f a i l  t o r e j e c t
Hi 9 : F e f f e c t Q 7 - i n q u i  r i e s r e j e c t
H20: F e f f e c t Q 8 - c o n f i d e n c e f a i l  t o r e j e c t
H21: C e f f e c t l o a n  a m o u n t r e j e c t
H22: C e f f e c t i n t e r e s t  r a t e r e j e c t
H23-
H38: I n t e r a c t i o n  e f f e c t s  o n  e a c h
r e j e c t lo f  t h e  d e p e n d e n t v a r i a b l e s f a i l  t o
* R = R e p o r t ,  F=CPA F i r m ,  a n d  C = C a p i t a l  S t r u c t u r e
l o n e  e x c e p t i o n  e x i s t s .  S p e c i f i c a l l y ,  s i g n i f i c a n t  
i n t e r a c t i o n  o c c u r r e d  b e t w e e n  t h e  r e p o r t  a n d  t h e  CPA 
f i r m  e f f e c t s  f o r  Q u e s t i o n  6 .  T h e r e f o r e ,  h y p o t h e s i s  
H30 w as  r e j e c t e d .
CHAPTER 5
SUMMARY AND CONCLUSIONS
T h i s  c h a p t e r  p r e s e n t s  t h e  summary  a n d  t h e  m a j o r  
i m p l i c a t i o n s  o f  t h i s  r e s e a r c h  p r o j e c t .  I n  o r d e r  o f  p r e s e n ­
t a t i o n ,  t h e  m a j o r  t o p i c s  d i s c u s s e d  i n  t h i s  c h a p t e r  a r e :  
t h e  summary o f  t h e  r e s e a r c h ,  t h e  i m p l i c a t i o n s  o f  t h e  
f i n d i n g s  o f  t h e  s t u d y ,  t h e  l i m i t a t i o n s  o f  t h e  s t u d y ,  
a n d  some s u g g e s t i o n s  f o r  f u t u r e  r e s e a r c h .
Summary
P r i o r  t o  t h e  i s s u a n c e  o f  SSARS N o.  1 i n  1 9 7 8 ,  a  
CPA c o u l d  p r o v i d e  o n l y  two l e v e l s  o f  a s s u r a n c e — no a s s u r a n c e  
a n d  t h e  a s s u r a n c e  o f  a n  a u d i t .  I f  t h e  a c c o u n t a n t  d i d  
n o t  g a t h e r  e n o u g h  e v i d e n c e  t o  c o m p r i s e  a n  a u d i t ,  t h e n  
a  d i s c l a i m e r  o f  o p i n i o n  h a d  t o  b e  i s s u e d .  Many b e l i e v e d  
t h a t  t h i s  p o l i c y  was  a  d i s s e r v i c e  t o  t h e  c l i e n t s  a n d  
t h e  u s e r s .  I f  a  CPA p e r f o r m e d  n u m e r o u s  t e s t s  o f  t h e  
c l i e n t ' s  f i n a n c i a l  r e c o r d s ,  y e t  d i d  n o t  g a t h e r  e n o u g h
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e v i d e n c e  t o  c o n s t i t u t e  a n  a u d i t ,  a  d i s c l a i m e r  w o u l d  h a v e  
t o  be i s s u e d .  As a  r e s u l t ,  t h e  u s e r s  w o u l d  n o t  be a w a r e  
o f  a n y  s u c h  t e s t s  p e r f o r m e d ,  a n d  t h e  c l i e n t  w o u l d  h a v e  
t o  p a y  f o r  t h e  a d d i t i o n a l  w o rk  o f  t h e  a c c o u n t a n t  a n d  
n o t  b e  a b l e  t o  r e c e i v e  t h e  b e n e f i t  o f  a  h i g h e r  l e v e l  
o f  a s s u r a n c e  t h a n  a  d i s c l a i m e r .  The 1136  T e n n a n t s '  [1967]  
c a s e  a l s o  made t h e  a c c o u n t i n g  p r o f e s s i o n  m ore  c o n c e r n e d  
a b o u t  t h e  a c c o u n t i n g  s t a n d a r d s  r e l a t i n g  t o  n o n p u b l i c  
b u s i n e s s e s .  I n  1 9 7 7 ,  a s  a  r e s u l t  o f  c o n g r e s s i o n a l  i n v e s t i ­
g a t i o n s  o f  t h e  a c c o u n t i n g  p r o f e s s i o n ,  t h e  A c c o u n t i n g  
a n d  R e v ie w  S e r v i c e s  C o m m i t t e e  (ARSC) w as  e l e v a t e d  t o  
a  s e n i o r  t e c h n i c a l  c o m m i t t e e .
I n  D ecem ber  1 9 7 8 ,  t h e  ARSC i s s u e d  i t s  f i r s t  p r o n o u n c e ­
m e n t ,  SSARS N o.  1 . w h i c h  a l l o w e d  a CPA t o  g i v e  o t h e r  
l e v e l s  o f  a s s u r a n c e  b e s i d e s  a n  a u d i t  ( i . e . ,  t h e  h i g h e s t  
l e v e l  o f  a s s u r a n c e )  a n d  a  d i s c l a i m e r  ( i . e . ,  no  a s s u r a n c e ) .  
The a c c o u n t a n t  now c o u l d  p r o v i d e  two a d d i t i o n a l  l e v e l s  
o f  a s s u r a n c e — a r e v i e w  a n d  a  c o m p i l a t i o n .  H o w e v e r ,  many 
u s e r s  e x p r e s s e d  c o n c e r n  t h a t  t h e  m e s s a g e s  f ro m  t h e s e  
two new l e v e l s  o f  s e r v i c e  may b e  m i s i n t e r p r e t e d .  The 
r e s u l t s  o f  t h i s  r e s e a r c h  s u p p o r t  t h e  v a l i d i t y  o f  t h e s e  
c o n c e r n s .
T he  f o c a l  p o i n t  o f  t h i s  s t u d y  was  t o  d e t e r m i n e  i f  
t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e  a f f e c t e d  a  b a n k  l e n d i n g  
d e c i s i o n .  The u n d e r l y i n g  m o t i v a t i o n  f o r  t h i s  r e s e a r c h  
p r o j e c t  w as  t h a t  p r i o r  r e s e a r c h  h a d  n o t  s u f f i c i e n t l y
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e x a m i n e d  t h e  i m p a c t  o f  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e  
on u s e r s '  d e c i s i o n s .  N e a r l y  a l l  p r i o r  r e s e a r c h  s t u d i e s  
on  c o m p i l a t i o n s  a n d  r e v i e w s  f o c u s e d  on u s e r s '  p e r c e p t i o n s  
r a t h e r  t h a n  o n  u s e r s '  d e c i s i o n s .  Two r e s e a r c h  s t u d i e s  
d i d  i n v e s t i g a t e  t h e  i m p a c t  o f  t h e s e  a s s u r a n c e  l e v e l s  
o n  t h e  d e c i s i o n s  o f  a  u s e r .  J o h n s o n ,  P a n y ,  a n d  W h i t e  
[1 9 8 3 ]  e x a m i n e d  t h e  e f f e c t s  o f  b o t h  t h e  c o m p i l a t i o n  a n d  
r e v i e w  r e p o r t s  o n  a  l e n d i n g  d e c i s i o n ,  w h i l e  H i c k s  [1982]  
e x a m i n e d  t h e  e f f e c t  o f  t h e  c o m p i l a t i o n  r e p o r t  o n  a l e n d i n g  
d e c i s i o n .  B o th  s t u d i e s  f o u n d  t h a t  t h e  l e v e l  o f  a s s u r a n c e  
d i d  n o t  a f f e c t  t h e  l o a n  o f f i c e r ' s  d e c i s i o n .  T h i s  r e s e a r c h  
s t u d y  a t t e m p t e d  t o  i m p r o v e  on  t h e  d e s i g n  o f  t h e  p r i o r  
r e s e a r c h  s t u d i e s  by i n c l u d i n g  o t h e r  f a c t o r s — s p e c i f i c a l l y ,  
s i z e  o f  t h e  CPA f i r m  a n d  c a p i t a l  s t r u c t u r e — a s  i n d e p e n d e n t  
v a r i a b l e s ,  t h u s  r e d u c i n g  t h e  e x p e r i m e n t a l  e r r o r .
T h e o r e t i c a l l y ,  t h e  q u a l i t y  o f  t h e  f i n a n c i a l  s t a t e m e n t s  
i n c r e a s e s  a n d  t h e  r i s k  t o  t h e  u s e r  d e c r e a s e s  a s  t h e  l e v e l  
o f  a c c o u n t i n g  s e r v i c e  i n c r e a s e s .  T h e r e f o r e ,  s i n c e  u s e r s  
a r e  a s s u m e d  t o  b e  r i s k  a v e r s e ,  t h e  am o u n t  o f  t h e  l o a n  
s h o u l d  i n c r e a s e  a n d / o r  t h e  i n t e r e s t  r a t e  s h o u l d  d e c r e a s e  
a s  t h e  l e v e l  o f  s e r v i c e  i n c r e a s e s .
To t e s t  t h e  e f f e c t  o f  t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e  
o n  a b a n k  l e n d i n g  d e c i s i o n ,  q u e s t i o n n a i r e s  w e r e  m a i l e d  
t o  1 1 2 0  b a n k  l o a n  o f f i c e r s .  The r e s p o n s e  r a t e  w as  4 6 . 1  
p e r  c e n t .  The r e s u l t s  o f  t h e  s t u d y  showed t h a t  t h e  l e v e l  
o f  a c c o u n t i n g  s e r v i c e ,  t h e  s i z e  o f  t h e  CPA f i r m ,  a n d
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t h e  c a p i t a l  s t r u c t u r e  o f  t h e  company a l l  a f f e c t e d  t h e  
l i n e  o f  c r e d i t  d e c i s i o n .  S p e c i f i c a l l y ,  t h e  a u d i t  r e p o r t  
r e s u l t e d  i n  a  s t a t i s t i c a l l y  s i g n i f i c a n t  h i g h e r  l o a n  s i z e  
t h a n  a  c o m p i l a t i o n  a n d  no  a c c o u n t a n t ' s  r e p o r t .  A s t a t i s t i ­
c a l l y  s i g n i f i c a n t  d i f f e r e n c e  w a s  n o t  f o u n d  b e t w e e n  a n  
a u d i t  a n d  a  r e v i e w ,  a n d  among a  r e v i e w ,  a  c o m p i l a t i o n ,  
a n d  no  a c c o u n t a n t ' s  r e p o r t .  The s i z e  o f  t h e  CPA f i r m  
a l s o  h a d  a  s i g n i f i c a n t  e f f e c t  on t h e  l o a n  s i z e .  An 
a c c o u n t i n g  s e r v i c e  p e r f o r m e d  by a  l a r g e  i n t e r n a t i o n a l  
CPA f  i rm  r e s u l t e d  i n  a  l a r g e r  l o a n  t h a n  w hen  t h e  s e r v i c e  
w as  p e r f o r m e d  by  a  l o c a l  CPA f i r m .  The c a p i t a l  s t r u c t u r e  
o f  t h e  company s i g n i f i c a n t l y  a f f e c t e d  b o t h  t h e  l o a n  s i z e  
a n d  t h e  i n t e r e s t  r a t e .
The s t u d y  a l s o  i n v e s t i g a t e d  t h e  e f f e c t  o f  t h e  t y p e  
o f  a c c o u n t i n g  s e r v i c e  a n d  t h e  s i z e  o f  t h e  CPA f i r m  o n  
c e r t a i n  p e r c e p t i o n s  o f  t h e  b a n k  l e n d i n g  o f f i c e r s .  The 
p e r c e p t i o n s  d e a l t  w i t h  t h e  a m o u n t  o f  c e r t a i n  t y p e s  o f  
t e s t i n g  ( i . e . ,  i n q u i r i e s ,  a n a l y t i c a l  r e v i e w ,  c o m p l i a n c e ,  
a n d  s u b s t a n t i v e )  t h a t  t h e  CPA p e r f o r m e d ,  t h e  am oun t  o f  
a s s u r a n c e  t h a t  t h e  CPA w as  g i v i n g ,  t h e  am o u n t  o f  c o n f i d e n c e  
t h a t  t h e  b a n k e r  h a d  t h a t  t h e  f i n a n c i a l  s t a t e m e n t s  w e r e  
i n  a c c o r d a n c e  w i t h  GAAP, a n d  t h e  a m o u n t  o f  r e s p o n s i b i l i t y  
t h a t  t h e  CPA w a s  a c c e p t i n g .  The f i n d i n g s  showed t h a t  
t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e  h a d  a  s i g n i f i c a n t  a f f e c t  
o n  a l l  o f  t h e  p e r c e p t i o n  v a r i a b l e s .  I n  a d d i t i o n ,  t h e  
s i z e  o f  t h e  CPA f i r m  h a d  a n  i m p a c t  on  t h e  a m o u n t  o f  t e s t i n g
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t h a t  t h e  b a n k  l o a n  o f f i c e r  p e r c e i v e d  a s  b e i n g  p e r f o r m e d  
d u r i n g  t h e  c o u r s e  o f  a n  e n g a g e m e n t .  T h a t  i s ,  t h e  b an k  
l o a n  o f f i c e r s '  r e s p o n s e s  i n d i c a t e d  t h a t  t h e y  p e r c e i v e d  
t h a t  m o re  t e s t i n g  o f  t h e  a c c o u n t i n g  r e c o r d s  w as  p e r f o r m e d  
by a  l a r g e  i n t e r n a t i o n a l  CPA f i r m  t h a n  by  a  l o c a l  CPA 
f  i n n .
.lh.e i m p l i c a t i n g
The r e s u l t s  o f  t h e  s t u d y  showed  t h a t  t h e  l e v e l  o f  
a c c o u n t i n g  s e r v i c e  n o t  o n l y  a f f e c t s  u s e r s '  p e r c e p t i o n s ,  
b u t  i t  a l s o  a f f e c t s  u s e r s '  d e c i s i o n s .  T h i s  l a t t e r  r e s u l t  
w a s  a n  i m p o r t a n t  f i n d i n g  b e c a u s e  p r i o r  r e s e a r c h  h a d  n o t  
shown t h a t  t h e  t y p e  o f  a c c o u n t i n g  s e r v i c e  a f f e c t s  u s e r s '  
d e c i s i o n s .  A p o s s i b l e  i m p l i c a t i o n  o f  p r i o r  r e s e a r c h  
w as  t h a t  many b u s i n e s s e s  w e r e  p a y i n g  f o r  u n n e c e s s a r y  
a c c o u n t i n g  s e r v i c e s .  I f  a  c o m p i l a t i o n  c o s t s  s u b s t a n t i a l l y  
l e s s  t h a n  a n  a u d i t ,  t h e n  why s h o u l d  a  company p a y  e x t r a  
f o r  a n  a u d i t  when t h e  l e v e l  o f  a c c o u n t i n g  s e r v i c e  h a s  
no  e f f e c t  on  u s e r s '  d e c i s i o n s ?
T he  f i n d i n g s  o f  t h i s  r e s e a r c h  may be u s e f u l  t o  
n o n p u b l i c  b u s i n e s s e s .  The r e s u l t s  show t h a t  t h e  t y p e  
o f  a c c o u n t i n g  r e p o r t  a f f e c t s  t h e  l o a n  s i z e ,  b u t  g e n e r a l l y  
d o e s  n o t  a f f e c t  t h e  i n t e r e s t  r a t e .  T h i s  f i n d i n g  i m p l i e s  
t h a t  a  n o n p u b l i c  b u s i n e s s  may n o t  be a b l e  t o  r e d u c e  i t s  
i n t e r e s t  c o s t  by o b t a i n i n g  a  h i g h e r  l e v e l  o f  s e r v i c e .  
H o w e v e r ,  a  company may be  a b l e  t o  o b t a i n  a  l a r g e r  l o a n  
s i z e  w hen  t h e  f i n a n c i a l  s t a t e m e n t s  a r e  a c c o m p a n i e d  by
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a n  a u d i t  r e p o r t .  I n  a d d i t i o n ,  t h e  r e s u l t s  i n d i c a t e  t h a t  
t h e  s i z e  o f  t h e  l i n e  o f  c r e d i t  a l s o  i n c r e a s e s  when  t h e  
r e p o r t  h a s  b e e n  p e r f o r m e d  by  a  l a r g e  i n t e r n a t i o n a l  f i r m  
t h a n  w h en  t h e  r e p o r t  h a s  b e e n  p e r f o r m e d  by a  l o c a l  f i r m  
o f  a n  unknown r e p u t a t i o n .
T he  r e s u l t s  may a l s o  be h e l p f u l  t o  b a n k e r s  a n d  t o  
t h e  ARSC. The r e s p o n s e s  t o  t h e  q u e s t i o n n a i r e  i n d i c a t e  
t h a t  b a n k  l o a n  o f f i c e r s  a r e  n o t  c o r r e c t l y  r e c e i v i n g  t h e  
m e s s a g e s  o f  t h e  r e v i e w  r e p o r t  a s  i n t e n d e d  by  t h e  ARSC.
The b a n k  l o a n  o f f i c e r s  a p p a r e n t l y  a r e  n o t  p e r c e i v i n g  
t h e  r e v i e w  r e p o r t  t o  b e  much d i f f e r e n t  t h a n  t h e  c o m p i l a t i o n  
r e p o r t .  The r e s p o n s e s  i n d i c a t e  t h a t  b a n k  l o a n  o f f i c e r s  
f e e l  t h a t  few  a n a l y t i c a l  r e v i e w  p r o c e d u r e s  a n d  i n q u i r i e s  
a r e  p e r f o r m e d  d u r i n g  a  r e v i e w  e n g a g e m e n t .  SSARS No.  1 
w a s  i s s u e d  t o  e n a b l e  t h e  CPA t o  g i v e  a l e v e l  o f  a s s u r a n c e  
b e t w e e n  t h e  a s s u r a n c e  p r o v i d e d  by a n  a u d i t  a n d  t h e  no 
a s s u r a n c e  o f  a  d i s c l a i m e r .  B a s e d  o n  t h e  r e s u l t s  o f  t h i s  
s t u d y ,  t h e  b a n k e r s  p e r c e i v e d  o n l y  a  s l i g h t  d i f f e r e n c e  
b e t w e e n  a  r e v i e w ,  a  c o m p i l a t i o n ,  a n d  no  a c c o u n t a n t ' s  
r e p o r t .  I f  t h i s  c o n c l u s i o n  i s  c o r r e c t ,  t h e n  i n  e f f e c t ,  
o n l y  two l e v e l s  o f  a s s u r a n c e  a r e  p e r c e i v e d  by  b a n k  l o a n  
o f f i c e r s .  T h e s e  two l e v e l s  a r e  t h e  same tw o  l e v e l s  ( i . e . ,  
no  a s s u r a n c e  a n d  t h e  a s s u r a n c e  o f  a n  a u d i t )  t h a t  w e r e  
a l l o w e d  b e f o r e  t h e  i s s u a n c e  o f  SSARS. P e r h a p s  e i t h e r  
t h e  ARSC s h o u l d  i n v e s t i g a t e  t h e  p o s s i b i l i t y  o f  c h a n g i n g
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t h e  w o r d i n g  o f  t h e  r e v i e w  r e p o r t  o r  a d o p t  a  c a m p a i g n  
t o  e d u c a t e  u s e r s  a s  t o  t h e  m e a n i n g  o f  t h e  r e v i e w  r e p o r t .
As i n  t h e  c a s e  o f  a l l  m a i l e d  q u e s t i o n n a i r e s ,  some 
o f  t h e  s u b j e c t s  d i d  n o t  r e s p o n d .  To h e l p  m i n i m i z e  t h i s  
n o n r e s p o n s e  b i a s ,  a  p o s t  c a r d  r e m i n d e r  w as  s e n t  a  few 
d a y s  a f t e r  t h e  i n i t i a l  m a i l i n g .  Then  a p p r o x i m a t e l y  two 
w e e k s  a f t e r  t h e  f i r s t  m a i l i n g ,  a  s e c o n d  q u e s t i o n n a i r e  
w as  s e n t  t o  t h e  n o n r e s p o n d e n t s .  The r a t e  o f  r e s p o n s e  
w a s  4 6 . 1  p e r  c e n t ,  w h i c h  i s  c o n s i d e r e d  g o o d  f o r  t h i s  
t y p e  o f  s u r v e y .  A h i g h e r  r a t e  o f  r e s p o n s e  i s  r a r e  
[ K e r l i n g e r ,  1 9 7 3 ] ,  An a n a l y s i s  o f  t h e  e a r l y  r e s p o n s e s  
w i t h  l a t e r  r e s p o n s e s  [O p p e n h e im ,  1 9 6 6 ]  f o u n d  no  d i f f e r e n c e  
a s  t o  w hen  t h e  q u e s t i o n n a i r e s  w e r e  c o m p l e t e d  i n  t h e  d e c i s i o n  
v a r i a b l e s  a n d  o n l y  one  m i n o r  d i f f e r e n c e  i n  t h e  p e r c e p t i o n  
v a r i a b l e s .  S p e c i f i c a l l y ,  t h e  f i r s t  170 r e s p o n s e s  w e r e  
c o m p a r e d  t o  t h e  l a s t  17 0 r e s p o n s e s .  One h u n d r e d  s e v e n t y  
r e s p o n s e s  r e p r e s e n t s  a p p r o x i m a t e l y  o n e  t h i r d  o f  t h e  t o t a l  
s a m p l e  o f  5 1 2 .  The e a r l y  a n d  l a t e  r e s p o n s e s  w e r e  c o m p a r e d  
by i n c l u d i n g  t h e s e  two g r o u p s  a s  a  b l o c k i n g  v a r i a b l e  
i n  t h e  tw o  MANOVA m o d e l s .  The MANOVA m o d e l s  f o r  t h e  
d e c i s i o n  v a r i a b l e s  a n d  t h e  p e r c e p t i o n  v a r i a b l e s  r e s u l t e d  
i n  p - v a l u e s  f o r  t h e  r e s p o n s e  e f f e c t  ( i . e . ,  w h e t h e r  t h e  
r e s p o n s e  w as  o n e  o f  t h e  f i r s t  170 o r  t h e  l a s t  170)  o f
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. 3 6 4 4  a n d  . 2 3 3 0 ,  r e s p e c t i v e l y ,  w h ic h  w e r e  n o t  s i g n i f i c a n t . 1
W h en e v e r  a  q u e s t i o n n a i r e  i s  u s e d ,  some a m b i g u i t y  
i s  l i k e l y  t o  o c c u r .  To r e d u c e  a n y  p o s s i b l e  a m b i g u i t y ,  
t h e  q u e s t i o n n a i r e s  w e r e  d e s i g n e d  a f t e r  d i s c u s s i o n s  w i t h  
f o u r  p r a c t i c i n g  b a n k  l o a n  o f f i c e r s .  The q u e s t i o n n a i r e s  
w e r e  t h e n  p r e t e s t e d  w i t h  22 b a n k  l e n d i n g  o f f i c e r s  i n  
o r d e r  t o  f u r t h e r  d e c r e a s e  a n y  r e m a i n i n g  a m b i g u i t i e s .
I n  a d d i t i o n  t o  t h e  p r e t e s t i n g  o f  t h e  q u e s t i o n n a i r e ,  
a v a l i d i t y  c h e c k  w as  i n c o r p o r a t e d  i n  t h e  q u e s t i o n n a i r e  
t o  t e s t  w h e t h e r  t h e  b a n k  l o a n  o f f i c e r s  c a r e f u l l y  r e a d  
t h e  f i n a n c i a l  i n f o r m a t i o n  c o n t a i n e d  i n  t h e  q u e s t i o n n a i r e  
b e f o r e  t h e y  made t h e i r  r e s p o n s e s .  On t h e  l a s t  p a g e  o f  
t h e  q u e s t i o n n a i r e ,  t h e  s u b j e c t s  w e r e  a s k e d  t o  r a t e  t h e  
c a p i t a l  s t r u c t u r e  o f  t h e  company t h a t  t h e y  a n a l y z e d  on  
a n  1 1 - p o i n t  s c a l e ,  r a n g i n g  f ro m  e x t r e m e l y  weak t o  e x t r e m e l y  
s t r o n g .  The s u b j e c t s  w e r e  a s k e d  t o  make s u c h  a  r a t i n g  
w i t h o u t  t u r n i n g  b a c k  t o  a n y  p r e v i o u s  p a g e .  I f  t h e  
r e s p o n d e n t  m a r k e d  a n y t h i n g  a b o v e  a  7 f o r  t h i s  q u e s t i o n  
when t h e  q u e s t i o n n a i r e  c o n t a i n e d  t h e  company w i t h  a weak 
c a p i t a l  s t r u c t u r e ,  t h e  o b s e r v a t i o n  w as  e l i m i n a t e d  f ro m
iD u e  t o  t h e  s i g n i f i c a n t  i n t e r a c t i o n  c a u s e d  by  Q u e s t i o n  
6 ,  i t  w a s  e x c l u d e d  f r o m  t h e  MANOVA m o d e l ,  a n d  f i v e  s e p a r a t e  
ANOVAs ( i . e . ,  one  f o r  e a c h  l e v e l  o f  e a c h  f a c t o r )  w e r e  
p e r f o r m e d .  A d i f f e r e n c e  w as  f o u n d  ( p - v a l u e  o f  . 0 2 2 4 )  
a s  t o  when t h e  r e s p o n s e  w as  r e c e i v e d  f o r  t h e  q u e s t i o n n a i r e s  
c o n t a i n i n g  a  l o c a l  CPA f i r m .  B e c a u s e  two MANOVAs a n d  
f i v e  ANOVAs w e r e  p e r f o r m e d  a n d  o n l y  one  d i f f e r e n c e  w as  
f o u n d  f o r  o n e  p e r c e p t i o n  q u e s t i o n  a t  o n e  l e v e l  o f  a c c o u n t i n g  
f i r m ,  t h e  c o n c l u s i o n  w a s  d raw n  t h a t  when t h e  q u e s t i o n n a i r e  
w as  r e c e i v e d  h a d  no s i g n i f i c a n t  i m p a c t  on t h e  r e s p o n s e s .
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t h e  a n a l y s i s .  F o r  t h e  q u e s t i o n n a i r e  c o n t a i n i n g  t h e  company 
w i t h  a  s t r o n g  c a p i t a l  s t r u c t u r e ,  t h e  o b s e r v a t i o n  w as  
e l i m i n a t e d  i f  t h e  r e s p o n d e n t  m a r k e d  a n y t h i n g  b e lo w  a 
3 .  The b a l a n c e  s h e e t s  o f  t h e  c o m p a n i e s  w e r e  d e s i g n e d  
s o  t h a t  t h e  company w i t h  a  s t r o n g  c a p i t a l  s t r u c t u r e  w o u ld  
h a v e  a  d e b t / e q u i t y  r a t i o  e q u a l  t o  t h e  u p p e r  q u a r t i l e  
f o r  c o m p a n i e s  i n  t h a t  i n d u s t r y ,  a n d  t h e  company w i t h  
a weak  c a p i t a l  s t r u c t u r e  w o u l d  m a t c h  t h e  d e b t / e q u i t y  
r a t i o  f o r  c o m p a n i e s  i n  t h e  l o w e r  q u a r t i l e .  O n l y  18 
o b s e r v a t i o n s  w e r e  d e l e t e d  a s  a  r e s u l t  o f  t h i s  v a l i d i t y  
t e s t ,  w h i c h  w a s  s l i g h t l y  a b o v e  f o u r  p e r  c e n t  o f  t h e  
o b s e r v a t i o n s  u s e d  f o r  t h e  MANOVA m o d e l .  I n  f a c t ,  14  
o f  t h e s e  d e l e t i o n s  w e r e  f o r  t h e  company w i t h  t h e  weak 
c a p i t a l  s t r u c t u r e ,  w h i c h  w a s  p r o b a b l y  due  t o  t h e  f a c t  
t h a t  t h e  in co m e  s t a t e m e n t s  u s e d  i n  t h e  s t u d y  c o m p a r e d  
v e r y  f a v o r a b l y  w i t h  RMA's i n d u s t r i a l  a v e r a g e s .  T h a t  
i s ,  t h e s e  14 r e s p o n d e n t s  may h a v e  b e e n  f o c u s s i n g  o n  t h e  
i n c o m e  s t a t e m e n t  r a t h e r  t h a n  o n  t h e  b a l a n c e  s h e e t  when 
m a k i n g  t h e i r  r e s p o n s e .
The o r d e r  i n  w h i c h  t h e  q u e s t i o n s  w e r e  a s k e d  c o u l d  
a l s o  b i a s  t h e  a n s w e r s .  T h e r e f o r e ,  tw o  f o r m s  o f  e a c h  
q u e s t i o n n a i r e  w e r e  u s e d  t o  r e d u c e  a n y  u n i n t e n t i o n a l  b i a s  
c a u s e d  by  t h e  o r d e r  o f  t h e  q u e s t i o n s .  The q u e s t i o n s  
w e r e  r a n d o m l y  a r r a n g e d  o n  a  s e c o n d  q u e s t i o n n a i r e  f o r m .
The f o r m  e f f e c t  p r o v e d  t o  be  s i g n i f i c a n t  f o r  Q u e s t i o n s  
1 a n d  2 a t  t h e  . 0 5  l e v e l ,  h o w e v e r  t h e r e  w a s  no  e f f e c t
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o n  t h e  h y p o t h e s e s  t e s t i n g .  T h a t  i s ,  t h e  fo rm  o f  t h e  
q u e s t i o n n a i r e  h a d  n o  e f f e c t  on  t h e  r e s u l t s  o f  t h i s  s t u d y . 2
C om pared  t o  a n  a c t u a l  b a n k  l e n d i n g  d e c i s i o n ,  t h e  
q u e s t i o n n a i r e  c o n t a i n e d  i n  t h i s  s t u d y  was  s i m p l i f i e d .
As A r n o l d  a n d  Diamond [ 1 9 8 1 ] ,  Cohen a n d  Hammer [ 1 9 6 6 ] ,  
a n d  o t h e r s  h a v e  n o t e d ,  many f a c t o r s  a f f e c t  a  l o a n  g r a n t i n g  
d e c i s i o n ,  b u t  o n l y  a  l i m i t e d  num ber  o f  f a c t o r s  w e r e  i n c l u d e d  
i n  t h i s  s t u d y .  H o w ev e r ,  t h e  e x p e r i m e n t a l  d e s i g n  o f  t h i s  
s t u d y  i n c l u d e d  m o re  v a r i a b l e s  t h a n  p r e v i o u s  s t u d i e s .
P r i o r  r e s e a r c h ,  w h ic h  i n v e s t i g a t e d  t h e  e f f e c t  o f  t h e  
l e v e l  o f  a c c o u n t i n g  s e r v i c e  o n  a  u s e r ' s  d e c i s i o n s ,  
m a n i p u l a t e d  o n l y  t h e  t y p e  o f  a c c o u n t i n g  r e p o r t .  T h i s  
s t u d y  i n c l u d e d  o t h e r  f a c t o r s  t h a t  a r e  c o n s i d e r e d  i m p o r t a n t  
i n  d e t e r m i n i n g  t h e  l e v e l  o f  s e r v i c e  t h a t  a  c u s t o m e r  s h o u l d  
o b t a i n ,  t h u s  r e d u c i n g  t h e  am o u n t  o f  e x p e r i m e n t a l  e r r o r .
The g e n e r a l i z a b i l i t y  o f  t h e  r e s u l t s  o f  t h e  e x p e r i m e n t  
a r e  l i m i t e d  by t h e  s i z e  o f  t h e  b u s i n e s s  a n d  t h e  t y p e  
o f  l o a n  d e c i s i o n .  G e n e r a l l y ,  a s  t h e  s i z e  o f  t h e  b u s i n e s s  
a n d  i t s  c r e d i t  n e e d s  i n c r e a s e ,  t h e r e  i s  a  g r e a t e r  n e e d  
f o r  a  h i g h e r  l e v e l  o f  a c c o u n t i n g  s e r v i c e .  I n  a d d i t i o n ,
2 P e r  e x a m i n a t i o n  o f  t h e  m ean  s c o r e s ,  t h e  q u e s t i o n n a i r e  
fo rm  t h a t  p r e s e n t e d  Q u e s t i o n s  1 a n d  2 a s  t h e  f i r s t  two 
q u e s t i o n s  h a d  h i g h e r  a v e r a g e  r e s p o n s e s  t h a n  t h e  q u e s t i o n n a i r e  
t h a t  l i s t e d  t h e s e  tw o  q u e s t i o n s  s i x t h  a n d  s e v e n t h ,  
r e s p e c t i v e l y .  A p p a r e n t l y ,  t h e  h i g h e r  mean r e s p o n s e s  
w e r e  d u e  t o  t h e  f a c t  t h a t  t h e  b a n k  l e n d i n g  o f f i c e r s  h a d  
j u s t  f i n i s h e d  r e a d i n g  t h e  a c c o u n t a n t ' s  r e p o r t  when a n s w e r i n g  
t h e  f i r s t  tw o  q u e s t i o n s ,  a n d  t h e r e f o r e  t h e  r e p o r t  may 
h a v e  h a d  a  m o re  s i g n i f i c a n t  i m p a c t  on t h e i r  a n s w e r s .
The c o n c l u s i o n s  a t  t h e  .05  l e v e l  w e r e  i d e n t i c a l  f o r  b o t h  
f o r m s  o f  t h e  q u e s t i o n n a i r e .
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i t  i s  d i f f i c u l t  t o  g e n e r a l i z e  t h e  r e s u l t s  o f  t h i s  s t u d y  
b e y o n d  a  l i n e  o f  c r e d i t  d e c i s i o n .
The a s s u m p t i o n s  o f  t h e  s t a t i s t i c a l  m o d e l s  w e r e  v i o l a t e d .  
MANOVA h a s  b e e n  shown t o  be a  r o b u s t  m o d e l  [ B a r k e r  a n d  
B a r k e r ,  1 9 8 4 ] .  H o w e v e r ,  t o  f u r t h e r  i n c r e a s e  t h e  r o b u s t n e s s  
o f  t h e  m o d e l s ,  t h e  o b s e r v a t i o n s  w e r e  r a n k e d  a n d  t h e  a n a l y s i s  
w as  t h e n  p e r f o r m e d  o n  t h e  r a n k e d  d a t a  [ C o n o v e r ,  1 9 8 0 ] ,
F u t u r e  R e s e a r c h  
The  f i n d i n g s  o f  t h i s  r e s e a r c h  a p p e a r  t o  h a v e  i m p o r t a n t  
i m p l i c a t i o n s  a s  t o  t h e  d e s i g n  o f  f u t u r e  r e s e a r c h  p r o j e c t s .  
Most  p r i o r  f i e l d  e x p e r i m e n t s  t h a t  h a v e  e x a m i n e d  t h e  e f f e c t  
o f  t h e  a c c o u n t a n t ' s  r e p o r t  on  u s e r s '  d e c i s i o n s  h a v e  u s e d  
t h e  i n t e r e s t  r a t e  a s  t h e  m a in  d e p e n d e n t  v a r i a b l e .  W i t h o u t  
e x c e p t i o n ,  t h e s e  s t u d i e s  h a v e  f o u n d  t h a t  t h e  t y p e  o f  
a c c o u n t i n g  r e p o r t  d i d  n o t  a f f e c t  t h e  i n t e r e s t  r a t e .
The r e s u l t s  o f  t h i s  s t u d y  show ed  t h a t  t h e  t y p e  o f  r e p o r t  
a f f e c t s  t h e  s i z e  o f  t h e  l o a n  a n d  g e n e r a l l y  n o t  t h e  i n t e r e s t  
r a t e .  B a s e d  o n  t h e  r e s u l t s  o f  t h i s  o n e  s t u d y ,  i t  a p p e a r s  
t h a t  a  p o s s i b l e  e x p l a n a t i o n  a s  t o  why t h e  p r e v i o u s  s t u d i e s  
d i d  n o t  f i n d  t h a t  t h e  r e p o r t  s i g n i f i c a n t l y  a f f e c t e d  a  
u s e r ' s  d e c i s i o n  w as  b e c a u s e  t h e  am o u n t  o f  l o a n  s i z e  w as  
n o t  i n c o r p o r a t e d  i n t o  t h e  d e c i s i o n .
A p o s s i b l e  a r e a  o f  f u t u r e  r e s e a r c h  w o u ld  be t o  i n c l u d e  
a c c o u n t a n t s '  r e p o r t s  f o r  a company t h a t  d i d  n o t  f o l l o w  
GAAP. The r e p o r t s  f o r  c o m p i l a t i o n ,  r e v i e w ,  a n d  a u d i t  
u s e d  i n  t h i s  s t u d y  a s s u m e d  t h a t  GAAP h a d  b e e n  f o l l o w e d .
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F u t u r e  r e s e a r c h  c o u l d  m a n i p u l a t e  o t h e r  v a r i a b l e s  
f o u n d  i n  t h i s  r e s e a r c h  p r o j e c t .  V a r i a b l e s  t h a t  m i g h t  
b e  m a n i p u l a t e d  i n c l u d e :  s i z e  o f  t h e  c o m p an y ,  r e p u t a t i o n
o f  t h e  c o m p an y ,  r e l a t i o n s h i p  o f  t h e  b a n k  w i t h  t h e  com pany ,  
t y p e  o f  l o a n ,  t y p e  o f  c o m p a n y ’ s  b u s i n e s s ,  a n d  t h e  p r o f i t a ­
b i l i t y  o f  t h e  co m p an y .  I n  a d d i t i o n ,  t h e  c a p i t a l  s t r u c t u r e  
a n d  t h e  s i z e  a n d  r e p u t a t i o n  o f  t h e  CPA f i r m  c o u l d  be 
m a n i p u l a t e d  a t  l e v e l s  o t h e r  t h a n  t h e  two l e v e l s  u s e d  
i n  t h i s  s t u d y .
F u t u r e  r e s e a r c h  c o u l d  a l s o  i n v e s t i g a t e  t h e  e f f e c t  
o f  v a r i o u s  a s s u r a n c e  l e v e l s  o n  t h e  p e r c e p t i o n s  a n d  d e c i s i o n s  
o f  d i f f e r e n t  u s e r  g r o u p s .  O n ly  o n e  u s e r  g r o u p  ( i . e . ,  
c o m m e r c i a l  b a n k  l o a n  o f f i c e r s )  w a s  e x a m i n e d  i n  t h i s  s t u d y .  
P o t e n t i a l  u s e r  g r o u p s  c o u l d  i n c l u d e  l e s s o r s ,  s a v i n g s  
a n d  l o a n  l e n d i n g  o f f i c e r s ,  a n d  b a n k  e x a m i n e r s .  L e a s i n g  
c o m p a n i e s  a r e  a m a j o r  s o u r c e  o f  f u n d s  f o r  some c o m p a n i e s .  
S a v i n g s  a n d  l o a n  a s s o c i a t i o n s  a l s o  h a v e  c o m m e r c i a l  l e n d i n g  
d e p a r t m e n t s .  A n o t h e r  p o t e n t i a l  u s e r  g r o u p ,  w h ic h  w o u ld  
be  o f  i n t e r e s t  t o  t h e  b a n k i n g  i n d u s t r y ,  a r e  f e d e r a l  a n d  
s t a t e  b a n k  e x a m i n e r s .  A b a n k  e x a m i n e r ' s  e v a l u a t i o n  o f  
t h e  q u a l i t y  o f  a  l o a n  c a n  b e  a f f e c t e d  by  t h e  a c c o u n t a n t ' s  
r e p o r t  [Wu, 1 9 6 9 ] .
BIBLIOGRAPHY
A b d e l - k h a l i k f A. R a s h a d ,  a n d  Kamal M. E l - S h e s h a i ,  " I n f o r m a ­
t i o n  C h o i c e  a n d  U t i l i z a t i o n  i n  a n  E x p e r i m e n t  o n  
D e f a u l t  P r e d i c t i o n , " J o u r n a l  o f  A c c o u n t i n g  R e s e a r c h  
(A u tum n ,  1 9 8 0 ) ,  p p .  3 2 5 - 3 4 2 .
A c c o u n t i n g  P r i n c i p l e s  B o a r d ,  " B a s i c  C o n c e p t s  a n d  A c c o u n t i n g  
P r i n c i p l e s  U n d e r l y i n g  F i n a n c i a l  S t a t e m e n t s  o f  
B u s i n e s s  E n t e r p r i s e s , "  A c c o u n t i n g  P r i n c i p l e s  B o a r d  
S t a t e m e n t _ N o .  4 (New Y o r k :  A m e r i c a n  I n s t i t u t e
o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  1 9 7 1 ) .
A c c o u n t i n g  a n d  R e v iew  S e r v i c e s  C o m m i t t e e ,  " C o m p i l a t i o n  
a n d  R e v ie w  o f  F i n a n c i a l  S t a t e m e n t s , "  S t a t e m e n t s  
o n  S t a n d a r d s  f o r  A c c o u n t i n g  a n d  R e v iew  S e r v i c e s  
No. 1 (New Y o r k :  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n t a n t s ,  1 9 7 8 ) .
, C o d i f i c a t i o n  o f  S t a t e m e n t s  o n  S t a n d a r d s  
f o r  A c c o u n t i n g  a n d  R ev iew  S e r v i c e s :  N o s .  1 t o
5., (New Y o rk :  A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d
P u b l i c  A c c o u n t a n t s ,  I n c . ,  1 9 8 3 ) .
A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  A S t a t e m e n t _o f  B a s i c  
A c c o u n t i n g  T h e o r y  ( S a r a s o t a ,  F l o r i d a :  A m e r i c a n
A c c o u n t i n g  A s s o c i a t i o n ,  1 9 6 6 ) .
A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,
Code o f  P r o f e s s i o n a l  E t h i c s , r e p r i n t e d  i n  &I.CE& 
P r o f e s s i o n a l  S t a n d a r d s . V olum e 2 ( C h i c a g o :  Commerce
C l e a r i n g  H o u s e ,  I n c . ,  1 9 7 9 ) ,  p p .  4 2 6 9 - 5 1 7 6 .
A m ick ,  D a n i e l  J . , a n d  K a t h l e e n  C r i t t e n d e n ,  " A n a l y s i s
o f  V a r i a n c e  a n d  M u l t i v a r i a t e  A n a l y s i s  o f  V a r i a n c e , "  
I n t r o d u c t o r y  M u l t i v a r i a t e  A n a l y s i s . D a n i e l  J .  Amick 
a n d  H e r b e r t  W a l b e r g ,  e d s .  ( B e r k e l e y ,  C a l i f o r n i a :  
M c C u tc h a n  P u b l i s h i n g  C o r p o r a t i o n ) ,  p p .  2 0 8 - 2 3 5 .
A r e n s ,  A l v i n  A . ,  a n d  J a m e s  K. L o e b b e c k e ,  A u d i t i n g :
An I n t e g r a t e d  A p p r o a c h  (E n g le w o o d  C l i f f s ,  New 
J e r s e y :  P r e n t i c e - H a l l ,  I n c . ,  1 9 8 0 ) .
1 3 9
140
A r n o l d ,  J e r r y  L . ,  a n d  M i c h a e l  A. D iam ond ,  "The M a r k e t  
f o r  C o m p i l a t i o n ,  R e v ie w ,  a n d  A u d i t  S e r v i c e s , "  
A u d i t i n g  R e s e a r c h  M onograph  No.  4 (New Y o r k :  
A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
I n c . , 1 9 8 1 ) .
A u d i t i n g  S t a n d a r d s  B o a r d ,  C o d i f i c a t i o n  o f  S t a t e m e n t s
on  A u d i t i n g - S t a n d a r d s  : Nojl^ . 1 t o  47 (New Y o rk :
A m e r i c a n  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  
I n c . , 1 9 8 4 ) .
B a i l e y ,  K. E . , J o s e p h  H. B y l i n s k i ,  a n d  M i c h a e l  S h i e l d s ,  
"The  C o m p a r a t i v e  P e r c e i v e d  M e s s a g e s  o f  A u d i t ,
R e v iew  a n d  C o m p i l a t i o n  R e p o r t s , "  u n p u b l i s h e d  p a p e r  
p r e p a r e d  f o r  p r e s e n t a t i o n  a t  t h e  A n n u a l  M e e t i n g  
o f  t h e  A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  T o r o n t o ,
1 9 8 4 .
B a i l e y ,  W i l l i a m  T . , "An A p p r a i s a l  o f  R e s e a r c h  D e s i g n s  
U sed  t o  I n v e s t i g a t e  t h e  I n f o r m a t i o n  C o n t e n t  o f  
A u d i t  R e p o r t s , "  The A c c o u n t i n g  R e v ie w  ( J a n u a r y ,
1 9 8 2 )  , p p .  1 4 1 - 1 4 6 .
B a i n b r i d g e ,  D. Raym ond, " U n a u d i t e d  S t a t e m e n t s — B a n k e r s '  
a n d  CPAs' P e r c e p t i o n s , " The  CPA J o u r n a l  (D e c e m b e r ,  
1 9 7 9 ) ,  p p .  1 1 - 1 7 .
B a l l ,  R. a n d  P .  Brown,  "An E m p i r i c a l  E v a l u a t i o n  o f
A c c o u n t i n g  In c o m e  N u m b e r s , " J o u r n a l  o f  A c c o u n t i n g  
R e s e a r c h  (Autum n,  1 9 6 8 ) ,  p p .  1 5 9 - 1 7 8 .
B a n k s ,  D o y l e  W . , a n d  W i l l i a m  R. K i n n e y ,  J r . , " L o s s
C o n t i n g e n c y  R e p o r t s  a n d  S t o c k  P r i c e s :  An E m p i r i c a l
S t u d y , "  J o u r n a l - , o f  A c c o u n t i n g  R e s e a r c h  ( S p r i n g ,
1 9 8 2 ) ,  p p .  2 4 0 - 2 5 4 .
B a r k e r ,  H a r r y  R . , a n d  B a r b a r a  M. B a r k e r ,  M u l t i v a r i a t e
AnalY^JL.S. Of  A P r a c t i c a l  G uide
t o . I t s  U se  i n _ S c i e n t i f i c  D e c i s i o n  M aking  ( U n i v e r s i t y ,  
A la b a m a :  The  U n i v e r s i t y  o f  A lab am a  P r e s s ,  1 9 8 4 ) .
B e a v e r , W i l l i a m  H . , F i n a n c i a l  R e p o r t i n g : __ An A c c o u n t i n g
R e v o l u t i o n  ( E n g le w o o d  C l i f f s ,  New J e r s e y :  P r e n t i c e -
H a l l ,  1 9 8 1 ) .
__________ , "The  I n f o r m a t i o n  C o n t e n t  o f  A n n u a l  E a r n i n g s
A n n o u n c e m e n t s , " E m p i r i c a l  R e s e a r c h  i n  A c c o u n t i n g ;
S e l e c t e d s tu . f l ie .g r  s u p p l e m e n t  t o  t h e  J g j a r n a l  o f
A c c o u n t i ng R e s e a r c h  ( 1 9 6 8 ) ,  p p .  6 7 - 9 2 .
141
__________ , R. C l a r k e ,  a n d  W. W r i g h t ,  "The A s s o c i a t i o n
B e tw e e n  U n s y s t e m a t i c  S e c u r i t y  R e t u r n s  a n d  t h e  
M a g n i t u d e  o f  t h e  E a r n i n g s  F o r e c a s t  E r r o r , "  J o u r n a l  
o f _A c c o u n t i n g  R e s e a r c h  (Autum n,  1 9 7 9 ) ,  p p .  3 1 6 - 3  4 0 .
__________ , S .  K e t t l e r , a n d  M. S c h o l e s ,  "The  A s s o c i a t i o n
B e t w e e n  M a r k e t - D e t e r m i n e d  a n d  A c c o u n t i n g - D e t e r m i n e d  
R i s k  M e a s u r e s , " A c c o u n t i n g  R e v ie w  ( O c t o b e r ,  1 9 7 0 ) ,  
p p .  6 5 4 - 6 8 2 .
__________ , a n d  J .  M a n e g o l d ,  "The  A s s o c i a t i o n  B e tw e e n
M a r k e t - D e t e r m i n e d  a n d  A c c o u n t i n g - D e t e r m i n e d  M e a s u r e s
o f  S y s t e m a t i c  R i s k , "  J i m r j i a l  o f _ J E i n a n e i a l  a n d
Q u a n t i t a t i _ v e _ J ^ n a l y s i s  ( J u n e ,  1 9 7 5 )  , p p .  2 3 1 - 2 8 4 .
B r e n n e r ,  V i n c e n t  C . , "A re  A n n u a l  R e p o r t s  B e i n g  R e a d ? — An 
E m p i r i c a l  S t u d y ,  " T h e . .N a t i c u m I_ J £ u b M c  _Ac_countant 
( N o v e m b e r ,  1 9 7 1 ) ,  p p .  1 6 - 2 1 .
Brown,  H a r r y  G. , " C o m p i l a t i o n  a n d  R e v ie w — A S t e p  F o r w a r d ? "  
C£A.. J „0.yO ]ial (May, 1 9 7 9 )  , p p .  1 8 - 2 0 .
Brown,  R i c h a r d ,  A H i s t o r y  o f  A c c o u n t i n g  a n d  A c c o u n t a n t s  
( E d i n b u r g h ,  S c o t l a n d :  T .  C. & E .  C. J a c k ,  1 9 0 5 ) .
C a r m i c h a e l ,  D. R . , "The  A s s u r a n c e  F u n c t i o n — A u d i t i n g  
a t  t h e  C r o s s r o a d s , " T h e ^ L o u r n a l  o f  A c c o u n t a n c y  
( S e p t e m b e r , 197 4 ) ,  p p .  6 4 - 7 2 .
__________ , " D i s c u s s a n t 1s  R e s p o n s e  t o  ' S u b j e c t  T o ’ A u d i t
O p i n i o n s :  A P r e l i m i n a r y  I n v e s t i g a t i o n  o f  S t a t e m e n t
U s e r s '  a n d  S t a t e m e n t  I s s u e r s '  P e r c e p t i o n s , " Symposium
on__Audi_ti n g  Re s e a  r  ch  I I I  (C ham paign  U r b a n a ,  I l l i n o i s :
U n i v e r s i t y  o f  I l l i n o i s ,  1 9 7 9 ) .
C a r t e r , C h a r l e s  E . , " I m p a c t  on t h e  L e n d i n g  D e c i s i o n
o f  t h e  A u d i t o r s '  Rev iew  R e p o r t  on F i n a n c i a l  F o r e c a s t s —  
An E m p i r i c a l  I n v e s t i g a t i o n , " P h .D .  d i s s e r t a t i o n ,  
U n i v e r s i t y  o f  M i s s o u r i — C o l u m b i a ,  1 9 8 4 .
C a s e y ,  C o r n e l i u s  J . , " U s e f u l n e s s  o f  A c c o u n t i n g  R a t i o s  
f o r  S u b j e c t s '  P r e d i c t i o n  o f  C o r p o r a t e  F a i l u r e :  
R e p l i c a t i o n  a n d  E x t e n s i o n , "  J o u r n a l  o f  A c c o u n t i n g  
Reseai.gh (A utum n,  1 9 8 0 )  , p p .  6 0 3 - 6 1 3 .
C o h en ,  Kalman J . , Thomas C. G i l m o r e ,  a n d  F r a n k  A. S i n g e r ,  
"Bank P r o c e d u r e s  f o r  A n a l y z i n g  B u s i n e s s  L o a n  
A p p l i c a t i o n s , "  A n a l y t i c a l  M e th o d s  i n  B a n k i n g .
K alman J .  Cohen  a n d  F r e d e r i c k  S .  Hammer, e d s .
(Homewood, I l l i n o i s : R i c h a r d  D. I r w i n ,  I n c . ,
1 9 6 6 ) ,  p p .  2 1 9 - 2 5 1 .
142
C o h e n ,  K a lm an ,  a n d  F r e d e r i c k  S .  Hammer, A n a l y t i c a l
Me.t h.0 d s  . i n-J3ai lKil ig  (Homewood, I l l i n o i s :  R i c h a r d
D. I r w i n ,  I n c . ,  1 9 6 6 ) .
C o m m i t t e e  on  A u d i t i n g  P r o c e d u r e ,  " E x t e n s i o n s  o f  A u d i t i n g  
P r o c e d u r e , " S t a t e m e n t s  o n  A u d i t i n g  P r o c e d u r e  No. 1 
(New Y o r k : A m e r i c a n  I n s t i t u t e  o f  A c c o u n t a n t s ,
1 9 3 9 ) .
__________ , " C l a r i f i c a t i o n  o f  A c c o u n t a n t ' s  R e p o r t  When
O p i n i o n  i s  O m i t t e d , "  S t a t e m e n t s  o n  A u d i t i n g  P r o c e d u r e  
No.  21 (New Y o r k : A m e r i c a n  I n s t i t u t e  o f  A c c o u n t a n t s ,
1 9 4 7 ) .
__________ r " Q u a l i f i c a t i o n s  a n d  D i s c l a i m e r s , "  S t a t e m e n t s
on A u d i t i n g  P r o c e d u r e N o .  3 2  (New Y o r k :  A m e r i c a n
I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  196 3 ) .
_______ ___, " U n a u d i t e d  F i n a n c i a l  S t a t e m e n t s , " S t a t e m e n t
AILJiMfll . t i ng.-gEPCQ dure . ,N.Q. 3 g (New Y o r k :  A m e r i c a n
I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s , 1 9 6 7 ) .
C o m m i t t e e  On B a s i c  A u d i t i n g  C o n c e p t s ,  "A S t a t e m e n t
o f  B a s i c  A u d i t i n g  C o n c e p t s , " S t u d i e s  i n  A c c o u n t i n g  
R e s e a r c h  #6 ( S a r a s o t a ,  F l o r i d a : A m e r i c a n  A c c o u n t i n g
A s s o c i a t i o n ,  1 9 7 3 ) .
The C o m m is s io n  o n  A u d i t o r s '  R e s p o n s i b i l i t i e s ,  R e p o r t .
C o n c l u s i o n s . a n d _R e c o m m e n d a t i o n s  (New Y o r k :  A m e r i c a n
I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s , 1 9 7 8 ) .
C o n o v e r ,  W. J . , P r a c t i c a l  N o n o a r a m e t r i c  S t a t i s t i c s  
(New Y o r k : J o h n  W i l e y ,  1 9 8 0 ) .
D e A n g e lo ,  L i n d a  E l i z a b e t h ,  " A u d i t o r  S i z e  a n d  A u d i t  
Q u a l i t y , " J o u r n a l  o f  A cco u n t in cL _ an d _ E co n Q m ics  
(Nov .  3 ,  1 9 8 1 ) ,  p p .  1 8 3 - 1 9 9 .
D e m s k i , J o e l  S . , " C h o i c e  Among F i n a n c i a l  R e p o r t i n g
A l t e r n a t i v e s , " A c c o u n t i n g  R ev iew  ( A p r i l , 1 9 7 4 ) ,  
p p .  2 2 1 - 2 3 2 .
D e r i e u x ,  Sam ue l  A . , "From U n a u d i t e d  t o  C o m p i l a t i o n
a n d  R ev ie w  o f  F i n a n c i a l  S t a t e m e n t s , " A n n u a l  A c c o u n t i n g  
R e v i e w , v o l .  2 ,  1 9 8 0  (New Y o r k : H arw ood A c a d e m ic
P u b l i s h e r s ,  1 9 8 0 ) ,  p p .  9 3 - 1 0 9 .
D o p u c h ,  N i c h o l a s ,  a n d  Dan S i m u n i c ,  "The  N a t u r e  o f
C o m p e t i t i o n  i n  t h e  A u d i t i n g  P r o f e s s i o n :  A D e s c r i p t i v e
a n d  N o r m a t i v e  V i e w , "  C o m p e t i t i o n  i n  t h e  A c c o u n t i n g  
P r o f e s s i o n , p p .  7 7 - 9 4 .
143
Edm onds ,  Thomas P . ,  M a t t i e  C. P o t t e r ,  a n d  I r a  R. W e i s s ,
"Do B a n k e r s  a n d  CPAs H ave D i f f e r e n t  V ie w s  o f  R e p o r t s  
on  F i n a n c i a l  S t a t e m e n t s ? "  The J o u r n a l  o f  C o m m e rc ia l  
Bank L e n d i n g  ( J u n e ,  1 9 8 1 ) ,  p p .  5 2 - 6  2 .
113,6, T e n n a n t s '  C o r p o x a t i o n  v .  Max R o t h e n b e r g  a n d  C om pany . 
277 N . Y .S .  2d 996 , 1 9 6 7 ;  319  N . Y .S .  2d 1 0 0 7 ,  1 9 7 1 ;
281 N .E .  2d 8 4 6 ,  1 9 7 2 .
E l l i o t ,  J o h n  A r n o l d ,  "The  A s s o c i a t i o n  o f  Q u a l i f i e d
A u d i t  O p i n i o n s  a n d  S e c u r i t y  R e t u r n s , " P h .D .  d i s s e r t a ­
t i o n ,  C o r n e l l  U n i v e r s i t y ,  1 9 8 2 .
E r d o s ,  P a u l  L.  P r o f e s s i o n a l  MaiiL_S_ury_eY£, ( M a l a b a r ,
F l o r i d a :  R o b e r t  E .  K r i e g e r  P u b l i s h i n g  C o . ,  I n c . ,
1 9 8 3 ) .
E s t e s ,  R a l p h ,  The A u d i t o r ' s  Re p o r J ; _ a n d _ I n v e s t o r  B e h a v i o r  
( L e x i n g t o n ,  M a s s a c h u s e t t s :  L e x i n g t o n  B o o k s ,  1 9 8 2 ) .
F e s s ,  P h i l l i p s  E . , a n d  R i c h a r d  E.  Z i e g l e r ,  " R e a d e r s h i p  
o f  t h e  A u d i t  R e p o r t , " The  CPA J o u r n a l  ( J u n e  1 9 7 7 ) ,  
p p .  5 - 6 .
F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  B o a r d ,  " O b j e c t i v e s  o f  
F i n a n c i a l  R e p o r t i n g  b y  B u s i n e s s  E n t e r p r i s e s , "
S t a t e m e n t  o f  F i n a n c L a l _ A £ f i P u n t i n g  C o c e p t s  No.  1 
( S t a m f o r d ,  C o n n e t i c u t : F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s
B o a r d ,  1 9 7 8 )  .
F i r t h ,  M i c h a e l ,  " Q u a l i f i e d  A u d i t  R e p o r t s :  T h e i r  I m p a c t
o n  I n v e s t m e n t  D e c i s i o n s , "  The A c c o u n t i n g  Rev iew  
( J u l y ,  1 9 7 8 ) ,  p p .  6 4 2 - 6 5 0 .
F o s t e r ,  G e o r g e ,  " Q u a r t e r l y  E a r n i n g s  D a t a :  Time S e r i e s
P r o p e r t i e s  a n d  P r e d i c t i v e  A b i l i t y  R e s u l t s , "  A c c o u n t i n g  
Rev i e w ( J a n u a r y ,  1 9 7 7 ) ,  p p .  1 - 2 1 .
G o n e d e s ,  N i c h o l a s  J . , " R i s k ,  I n f o r m a t i o n ,  a n d  t h e  E f f e c t s  
o f  S p e c i a l  A c c o u n t i n g  I t e m s  o n  C a p i t a l  M a r k e t  
E q u i l i b r i u m , "  J o u r n a l  o f ^ A c c o n n t i n q  R e s e a r c h  (Autumn, 
1 9 7 5 )  , p p .  2 2 0 - 2 5 6 .
G r e g o r y ,  W i l l i a m  R . , " U n a u d i t e d ,  b u t  OK?" P e r s p e c t i v e s
i n  A u d i t i n g . D. R. C a r m i c h a e l  a n d  J o h n  J .  W i l l i n g h a m ,  
e d s .  (New Y o r k :  M c G r a w - H i l l  Book Company,  1 9 7 9 ) ,
p p .  4 9 6 - 5 0 3 .
1 4 4
__________ , a n d  Thomas P .  K e l l e y ,  " C o m p i l a t i o n ,  R e v i e w ,
a n d  t h e  D i v i s i o n  f o r  CPA F i r m s — T h e i r  I m p a c t  on  
t h e  S m a l l  B u s i n e s s  C u s to m e r  a n d  H i s  B a n k e r s , "
J o u r n a l  oJLCommer c i a l - B a n k  L e n d i n g  ( A u g u s t ,  1 9 7 9 )  ,
p p .  2 - 1 0 .
H a i r ,  J o s e p h  F . , J r . ,  R o lp h  E. A n d e r s o n ,  R o n a l d  L .  T a th a m ,  
a n d  B e r n i e  J .  G r a l d o w s k y ,  M u l t i v a r i a t e  P a t a _ A n a l y £ i £  
W i t h  R e a d i n g s  ( T u l s a ,  O k l a h o m a : P e t r o l e u m  P u b l i s h i n g
Company B o o k s ,  1 9 7 9 ) .
H i c k s ,  M a r g a r e t ,  "A S t u d y  o f  A l t e r n a t i v e  A u d i t o r ' s
R e p o r t s  a n d  L e n d i n g  B e h a v i o r , " D .B .A .  d i s s e r t a t i o n ,  
U n i v e r s i t y  o f  M a r y l a n d , 1 9 8 2 .
H o l l e y ,  C h a r l e s  L . , "An A n a l y s i s  a n d  Summary o f  C o m p i l a t i o n  
a n d  R e v i e w , " B a v l o r  B u s i n e s s  S t u d i e s „ M a y - J u l y ,
1 9 8 0 ,  p p .  2 9 - 3 6 .
H o u g h t o n ,  K e i t h  A . , " A u d i t  R e p o r t s : T h e i r  I m p a c t  on
t h e  Loan  D e c i s i o n  P r o c e s s  a n d  O u t c o m e : An E x p e r i m e n t , "
A c c o u n t i n g  a n d  BusJ.iiej5_s_JR_e^arLch ( W i n t e r ,  1 9 8 3 )  , 
p p .  1 5 - 2 0 .
J o h n s o n ,  D o u g l a s  A. , a n d  K u r t  P a n y ,  " F o r e c a s t s ,  A u d i t o r
R e v i e w ,  a n d  Bank L oan  D e c i s i o n s , "  J o u r n a l _ o f  A c c o u n t i n g  
R e s e a r c h  (Autum n,  1 9 8 4 ) ,  p p .  7 3 1 - 7 4 3 .
__________ ,   , a n d  R i c h a r d  W h i t e ,  " A u d i t  R e p o r t s
a n d  t h e  L o a n  D e c i s i o n :  A c t i o n s  a n d  P e r c e p t i o n s , "
M A L f r ln a  ( S p r i n g ,  1983)  , p p .  3 8 - 5 1 .
K e l l e r , S t u a r t  B r u c e ,  "An A s s e s s m e n t  o f  I n d i v i d u a l
I n v e s t o r  R e a c t i o n  t o  C e r t a i n  Q u a l i f i e d  A u d i t  O p i n i o n s , " 
P h .D .  d i s s e r t a t i o n ,  The U n i v e r s i t y  o f  N o r t h  C a r o l i n a  
a t  C h a p e l  H i l l ,  1 9 8 1 .
K e l l e y ,  Thomas P . ,  " C o m p i l a t i o n  a n d  R e v ie w — A R e v o l u t i o n
i n  P r a c t i c e , " The CPA J o u r n a l  ( A p r i l ,  1 9 7 9 ) ,  p p .  1 9 - 2 7 .
K e r l i n g e r ,  F r e d  N . , F o u n d a t i o n s  o f  B e h a v io r a l_ R e j s e a r _ c h  
(New Y o r k :  H o l t ,  R i n e h a r t  a n d  W i n s t o n ,  I n c . ,
1 9 7 3 )  .
K l e i n b a u m ,  D a v i d  G . , a n d  L a w re n c e  L .  K u p p e r , Ap p l i e d
R e g r e s s i o n , A n a l v s i  s  a n d  Q_tliex _Mul t iv a r iab le _ M e i ;h Q _ d s .  
( N o r t h  S c i t u a t e ,  M a s s a c h u s e t t s : D u x b u ry  P r e s s ,
1 9 7 8 ) .
L a n g e n d e r f e r , H. Q . , " S o c i e t y ,  P r o f e s s i o n s ,  a n d  A c c o u n t i n g  
C u r r i c u l u m , " A c c o u n t i n g  E d u c a t i o n . J a m e s  D. E d w a r d s ,  
e d .  ( A m e r i c a n  A c c o u n t i n g  A s s o c i a t i o n ,  1 9 7 4 ) ,  p p .  3 8 - 4 9 .
145
L e v ,  B a r u c h ,  "On t h e  A s s o c i a t i o n  B e t w e e n  O p e r a t i n g
L e v e r a g e  a n d  R i s k , "  J o u r n a l  o f  F i n a n c i a l  a n d  O u a n t i -  
j f c s i t lv g _ A n a ly s i s  ( S e p t e m b e r ,  1 9 7 4 ) ,  p p .  6 2 7 - 6 4 1 .
L i b b y ,  R o b e r t ,  "Use o f  S i m u l a t e d  D e c i s i o n - M a k e r s  i n
I n f o r m a t i o n  E v a l u a t i o n , " A c c o u n t i n g  R e v ie w  ( J u l y ,
1 9 7 5 ) ,  p p .  4 7 5 - 4 8 9 .
__________ , " B a n k e r s '  a n d  A u d i t o r s '  P e r c e p t i o n s  o f  t h e
M e ss a g e  C o m m u n ic a te d  by t h e  A u d i t  R e p o r t , " J o u r n a l  of A c c o u n t i n g  R e s e a r c h  ( S p r i n g ,  1 9 7 9 ) ,  p p .  9 9 - 1 2 2 .
__________ , a n d  B a r r y  L e w i s ,  "Human I n f o r m a t i o n  P r o c e s s i n g
R e s e a r c h  i n  A c c o u n t i n g :  The  S t a t e  o f  t h e  A r t
i n  1 9 8 2 , "  A g c f t im t ln f l J_ Q r - q a n i z a t i o n _ a n d  S o c i e t y  
( Mo. 3 ,  1 9 8 2 )  , p p .  2 3 1 —2 8 5 .
M a y p e r , A l a n  G . , R o b e r t  B. W e l k e r ,  a n d  C a s p e r  E. W i g g i n s ,  
J r . , "An E x a m i n a t i o n  o f  A u d i t o r s '  a n d  B a n k e r s '  
P e r c e p t i o n s  o f  t h e  A s s u r a n c e s  C o m m u n ic a te d  i n  
C o m p i l a t i o n  a n d  R ev ie w  R e p o r t s . " An u n p u b l i s h e d  
s t u d y .
M c K i n le y ,  S u e ,  K u r t  P a n y ,  a n d  P h i l l i p  M. J .  R e c k e r s ,
"An E x a m i n a t i o n  o f  t h e  I n f l u e n c e  o f  CPA F i rm  T y p e ,
S i z e  a n d  MAS P r o v i s i o n  o n  L o a n  O f f i c e r  D e c i s i o n s  
a n d  P e r c e p t i o n s , " f o r t h c o m i n g  i n  J o u r n a l  o f  A c c o u n t i n g
M i l l e r ,  R o b e r t  D . , " A c c o u n t i n g  a n d  R e v ie w  S e r v i c e s :
B a c k g r o u n d  a n d  C o n c e p t s , "  The M i c h i g a n  CPA ( M a rc h -  
A p r i l , 1 9 8 0 )  , p p .  3 9 - 4 1 .
M i l l e r , S a n d r a  K . , "The  S c o p e  o f  A c c o u n t a n t s '  L i a b i l i t y  
U n d e r  SSARS #1 R e m a in s  U n c l e a r , "  The N a t i o n a l  
Pub l jLc  A c c o u n t a n t  ( O c t o b e r ,  197 9) , p p .  1 4 - 2 2 .
M o r r i s o n ,  D o n a l d  F . , M u l t i v a r i a t e  S t a t i s t i c a l  M e th o d s  
(New Y o r k :  M c G r a w - H i l l  Book Company,  1 9 7 6 ) .
N e t e r , J o h n ,  W i l l i a m  W a s s e r m a n ,  a n d  M i c h a e l  H. K u t n e r ,
Ap p l i e d  L i n e a r  ^ ta Jd ^ B iJ^ a l_ JaQ d .eL s  (Homewood, I l l i n o i s :  
R i c h a r d  D. I r w i n ,  I n c . , 1 9 8 5 ) .
Ng, D a v i d  S . , "An I n f o r m a t i o n  E c o n o m i c s  A n a l y s i s  o f  
F i n a n c i a l  R e p o r t i n g  a n d  E x t e r n a l  A u d i t i n g , " T he  
A c c o u n t i n g  R e v ie w  ( O c t o b e r ,  197 8 ) ,  p p .  9 1 0 - 9 2 0 .
N i c h o l s ,  D o n a l d  R . , a n d  D a v i d  B. S m i t h ,  " A u d i t o r  C r e d i b i l i t y  
a n d  A u d i t o r  C h a n g e s , "  J o u r n a l  o f  A c c o u n t i n g  R e s e a r c h  
(Autumn,  1 9 8 3 ) ,  p p .  5 3 4 - 5 4 4 .
146
O p p e n h e im ,  A. N . , a n d  A t t i t u d e
M e a s u r e m e n t  (New Y o r k :  B a s i c  B o o k s ,  I n c . ,  1 9 6 6 ) .
O r g l e r , Y a i r  E . , AnalYiJLfia l  M e t h o d s _ i n _ L o a n  E v a l u a t i o n
( L e x i n g t o n ,  M a s s a c h u s e t t s :  L e x i n g t o n  B o o k s ,  1 9 7 5 ) .
P a n y ,  K u r t ,  a n d  C h a r l e s  H. S m i t h ,  " A u d i t o r  A s s o c i a t i o n
W i t h  Q u a r t e r l y  F i n a n c i a l  I n f o r m a t i o n :  An E m p i r i c a l
T e s t ,  " J o u r i i a l o f A c c o u n t i n g  R e s e a r c h  (Autumn,
1 9 8 2 ) ,  p p .  4 7 2 - 4 8 1  .
R a n k i n ,  L a r r y  J o e ,  "A S t u d y  o f  t h e  E f f e c t s  o f  C o m p i l a t i o n  
a n d  R ev iew  R e p o r t s  on  CPAs' a n d  B a n k e r s '  P e r c e p t i o n s  
o f  t h e  R e l i a b i l i t y  o f  F i n a n c i a l  S t a t e m e n t s , "  P h .D .  
D i s s e r t a t i o n ,  M i c h i g a n  S t a t e  U n i v e r s i t y ,  1 9 8 2 .
Raymond, R o b e r t  R . , " S t a t e m e n t  on S t a n d a r d s  f o r  A c c o u n t i n g  
a n d  R ev iew  S e r v i c e s  N o .  1 :  A C r i t i c a l  E v a l u a t i o n , "
R e a d in g s ,  a n d  Casejs_JjcUA.u_di_tin_g (Thomas D. H u b b a r d ,  
D a v i d  J .  E l l i s o n ,  a n d  R o b e r t  H. S t r a w s e r ,  e d s . ; 
H o u s t o n ,  T e x a s : Dame P u b l i c a t i o n s ,  I n c . , 1 9 8 1 ) .
R e e d ,  R o n a l d  Owen, "A S t u d y  o f  A c c o u n t a n t s '  P r o c e d u r e s  
P e r f o r m e d  a n d  B a n k e r s '  P e r c e p t i o n  o f  P r o c e d u r e s  
P e r f o r m e d  i n  C o m p i l a t i o n s  a n d  R e v ie w s  o f  F i n a n c i a l  
S t a t e m e n t s , " D .B .A .  d i s s e r t a t i o n ,  T e x a s  T e ch  
U n i v e r s i t y ,  1 9 8 1 .
R e p o r t s ,  A c c o u n t i n g  a n d  M anagem en t  S u b c o m m i t t e e  o f
t h e  U. S .  S e n a t e  C o m m i t t e e  on G o v e rn m e n t  O p e r a t i o n s ,  
9 5 t h  C o n g r e s s , 1 s t  s e s s i o n ,  Docum en t  No.  9 5 - 3 4 ,
The A c c o u n t i n g  E s t a b l i s h m e n t  ( W a s h i n g t o n ,  D. C . :
U. S. G o v e rn m e n t  P r i n t i n g  O f f i c e ,  1 9 7 7 ) .
R o b e r t  M o r r i s  A s s o c i a t e s ,  S t a t e m e n t  S t u d i e s  ( P h i l a d e l p h i a :  
R o b e r t  M o r r i s  A s s o c i a t e s ,  1 9 8 3 ) .
R o b e r t s o n ,  J a c k ,  a n d  F r e d e r i c k  D a v i s ,  A u d i t i n g  ( P l a n o ,  
T e x a s : B u s i n e s s  P u b l i c a t i o n s ,  I n c . , 1 9 8 2 ) .
Sammons,  D onna ,  " A c c o u n t i n g  f o r  G r o w t h , " INC. ( J a n u a r y ,  
1 9 8 4 ) ,  p p .  7 5 - 7 9 .
S c o t t ,  R i c h a r d ,  J o h n  P a g e ,  a n d  P a u l  H o o p e r ,  A u d i t i n g ;
A_S v s t  ems A o o r o a c h  ( R e s t o n ,  V i r g i n i a :  R e s t o n
P u b l i s h i n g  Company,  I n c . , 1 9 8 2 ) .
S n e d e c o r ,  George  W . , a n d  W i l l i a m  G. C o c h r a n ,  S t a t i s t i c a l  
M e th o d s  (Ames,  I o w a :  The  Iowa S t a t e  U n i v e r s i t y
P r e s s , 1 9 8 0 ) .
147
S o lo m o n ,  K e n n e t h ,  J r . ,  C h a r l e s  C h o z e n ,  a n d  R i c h a r d
L.  M i l l e r ,  " C o m p i l a t i o n  a n d  R e v i e w :  T h e  S a f e t y
F a c t o r , "  J o u r n a l  o f  A c c o u n t a n c y  ( J u l y ,  1 9 8 3 ) ,  
p p .  5 0 - 5 8 .
S t e p h e n s ,  Ray G. ,
Bank L e n d i n g  D e c i s i o n s  (Ann A r b o r , M i c h i g a n :
U n i v e r s i t y  M i c r o f i l m s  I n t e r n a t i o n a l , 1 9 8 0 ) .
S t r u p e c k ,  C. D a v i d ,  a n d  Raymond F i g l e w i c z ,  " C o m p i l a t i o n  
a n d  R e v iew  S e r v i c e s : A re  They  A c c e p t e d  by B a n k e r s
f o r  L o a n  D e c i s i o n s ? ” The  M i c h i g a n  CPA ( S p r i n g ,
1 9 8 4 ) ,  p p .  4 - 8 .
U. S .  D e p a r t m e n t  o f  Commerce,  B u r e a u  o f  t h e  C e n s u s ,
S t a t i s t i c a l  A b s t r a c t  of t h e _ U n ite d_ S ta . t e . a j  ISM
( W a s h i n g t o n :  U. S .  G overnm en t  P r i n t i n g  O f f i c e ,
1 9 8 4 ) .
U. S .  S e c u r i t i e s  a n d  E x c h a n g e  C o m m i s s i o n ,  D i r e c t o r y
o t  C o m p a n ie s  R e g u i r e d  t o  F x l e  A n n u a l  R e p o r t s  w r t h
t h e  S e c u r i M .e s _ _ a n d E x c h a n ge C o m m i s s i o n :__ Ju ly -
3 1 .  1 9 8 4  ( W a s h i n g t o n :  U. S. G ove rn m en t  P r i n t i n g  
O f f i c e ,  1 9 8 4 ) .
W a l l a c e ,  Wanda Ann,  "The  I m p a c t  o f  S e l e c t e d  F i n a n c i a l  
R e p o r t i n g  P r a c t i c e s  a n d  t h e  N a t u r e  o f  t h e  A u d i t  
O p i n i o n  Upon M u n i c i p a l  I n t e r e s t  C o s t  a n d  Bond 
R a t i n g , " P h .D .  d i s s e r t a t i o n ,  The U n i v e r s i t y  o f  
F l o r i d a ,  1 9 7 8 .
W a t e r s t o n ,  J a m e s  R . , " C o m p i l a t i o n ,  R e v ie w ,  a n d  t h e
D i v i s i o n  f o r  CPA F i r m s :  A B a n k e r ' s  P e r s p e c t i v e , "
The  J o u r n a l  o f  Com m e r c i a l  Bank L e n d i n g  ( A u g u s t ,
1 9 7 9 ) ,  p p .  1 1 - 1 8 .
W e s t o n ,  J .  F r e d ,  a n d  E u g e n e  F .  B r i g h a m ,  E s s e n t i a l s
o f  M a n a g e r i a l  F i n a n c e  (New Y o r k :  H o l t ,  R i n e h a r t
a n d  W i n s t o n ,  I n c . , 1 9 7 1 ) .
W i l s o n ,  E a r l  R ay ,  "An E m p i r i c a l  A n a l y s i s  o f  t h e  E f f e c t s  
o f  A c c o u n t i n g  a n d  R e p o r t i n g  P r a c t i c e s  o n  M u n i c i p a l  
Bond R a t i n g s  a n d  B o r r o w i n g  C o s t s , " P h .D .  D i s s e r t a t i o n ,  
U n i v e r s i t y  o f  M i s s o u r i ,  1 9 8 2 .
W i n e r ,  B. J . , S t a t i s t i c a l  P r i n c i p l e s  i n J E L x p e r i m e n t a l
D e s i g n  (New Y o r k :  M c G r a w - H i l l  Book Company,  1 9 7 1 ) .
Wu, H i s u -K w a n g ,  "Bank E x a m i n e r  C r i t i c i s m s ,  Bank L oan  
D e f a u l t s ,  a n d  Bank L o a n  Q u a l i t y , " T h e l L o u r n a l  
o f  F i n a n c e  ( S e p t e m b e r ,  1 9 6 9 ) ,  p p .  6 9 7 - 7 0 5 .
148
Zim m er ,  I a n ,  "Law S t u d y  o f  t h e  P r e d i c t i o n  o f  C o r p o r a t e
F a i l u r e  by Bank L o a n  O f f i c e r , "  J o u r n a l  o f  A c c o u n t i n g  
R e s e a r c h  (A utum n,  1 9 8 0 ) ,  p p .  6 2 9 - 6 3 0 .
APPENDIX A
COVER LETTER FOR THE FIRST MAILING
ADDRESSED TO THE NAME OF AN INDIVIDUAL
14 9
Pi'!’sir!'!lt-!l! \i Cl uniting 150
Lo u i s i a n a  S tate  U n i v e r s i t y  a n d  a g r i c u l t u r a l .  a n d  m e c h a n i c  A L  C O L L E G E
BATON R OU GE • LOUISIANA • ■ ’i-l > WS-iUlU
July 18, 1985
Mr. Glenn Butler 
Winnsboro State Bank 
P.O. Box 880 
Winnsboro, LA 71295
Dear Mr. Butler:
Will you do us a favor?
We are conducting a survey among commercial lending officers. The 
primary purpose of this survey is to determine whether the type of 
accountants’ report (i.e., audit, review, compilation, and no CPA 
report), the size of the CPA firm, and the capital structure of a 
company affect bank loan officers' line of credit decisions. Your 
answers will aid the accounting profession in evaluating the effects of 
such reports on bankers’ perceptions and decisions.
Your name was selected from a list of commercial bank lending officers 
from 20 states. Your responses are crucial in validating the 
statistical results of the study. Of course all answers and comments 
are confidential. Your answers will be used only in combination with- 
those of other commercial lending officers. In a pretest, bank lending 
officers completed the questionnaire in an average time of less than 15 
minutes.
If you are interested in receiving a complimentary report on the 
findings of this research, just write your name and address on the 
enclosed postage-paid post card and place it in the mail. The post card 
has been enclosed to help ensure confidentiality.
Please return the completed questionnaire in the stamped reply envelope 
at your earliest convenience. Thank you very much for your help.
Sincerely,
Richard White, Ph.D., CPA 
Assistant Professor of Accounting





A few d a y s  a g o ,  a  q u e s t i o n n a i r e  s e e k i n g  y o u r  
v i e w s  o n  a  l i n e  o f  c r e d i t  d e c i s i o n  f o r  a  
h y p o t h e t i c a l  company was  m a i l e d  t o  y o u  b y  
D r .  R i c h  W h i t e  a n d  m y s e l f  f r o m  LSU.
I f  y o u  h a v e  a l r e a d y  c o m p l e t e d  a n d  r e t u r n e d  
t h e  q u e s t i o n n a i r e ,  p l e a s e  a c c e p t  o u r  s i n c e r e  
t h a n k s .  I f  n o t ,  p l e a s e  d o  s o  t o d a y .  I t  
i s  e x t r e m e l y  i m p o r t a n t  t h a t  y o u r  v i e w s  b e  
i n c l u d e d  i n  t h e  s t u d y ' s  r e s u l t s .
S i n c e r e l y ,
J e f f  M i l l e r ,  CPA 
R e s e a r c h  D i r e c t o r
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August 9, 1985
Chief Commercial Credit Officer 
The Albertville National Bank 
P. 0. Box 10 
Albertville, AL 35950
Dear Commercial Credit Officer:
About two weeks ago, Dr. Richard White and I wrote to you seeking your 
views on a bank lending decision and your perceptions on certain 
accounting-related messages. This research is for my Ph.D. 
dissertation, and your support is necessary for its successful 
completion.
If you have returned the questionnaire, thank you very much. Your 
assistance has been very valuable.
If you have not returned the questionnaire, will you please complete the 
attached questionnaire and return it to me in the stamped reply 
envelope? As a practicing loan officer, your response is crucial to the 
success of this project. In a pretest, bank loan officers completed the 
questionnaire in an average time of less than 15 minutes.
Of course, all answers are confidential. Your answers will be used only 
in combination with those of approximately 250 other commercial lending 
officers participating in the study.
If you are interested in receiving a complimentary report on the 
findings of this research, just write your name and address on the back 
of the return envelope or send me a post card with just your name and 
address on it.
I would be most happy to answer any questions you might have. Please 
write or call. The telephone number is (504) 388-6202.
Thank you for your valuable assistance.
Sincerely,
Jeff Miller, CPA 
Research Director
APPENDIX D
SAMPLE QUESTIONNAIRE FOR AN AUDIT PERFORMED BY A 
LARGE INTERNATIONAL CPA FIRM FOR A COMPANY 
WITH A STRONG CAPITAL STRUCTURE
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The financial statements of Skinner's Office Supply and Equipment Company 
have been audited by a LARGE INTERNATIONAL CPA firm. You are well 
acquainted with this CPA firm's good reputation. The audit report for 
the company is shown below.
To the Stockholders of Skinner's Office Supply and Equipment Company:
We have examined the balance sheets of Skinner's Office Supply 
and Equipment Company as of June 30, 1985 and 1984, and the related 
statements of income and retained earnings and changes in financial 
position for the years then ended. Our examinations were made in 
accordance with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.
In our opinion, the financial statements referred to above present 
fairly the financial postion of Skinner's Office Supply and Equipment 
Company as of June 30, 1985 and 1984, and the results of its operations
and the changes in its financial position for the years then ended,
in conformity with generally accepted accounting principles applied 
on a consistent basis.
Large International & Co., CPAs 
July 17, 1985
Please answer the following 8 questions based upon the accountant's 
report shown above. Your answers should be based strictly upon the 
audit report appearing on this page and not upon any other information 
that is contained in this questionnaire. Please circle the number 
corresponding to the best answer. Please note that question 9 should 
be completed after reviewing the financial information that appears 
on pages 4, 5, and 6.
1. How much responsibility is the CPA assuming for the accuracy of 
the information in the financial statements of Skinner's Office Supply 
and Equipment Company?
No .................................  Complete
Responsibility 0 I 2 3 4 5 S 1 8 9 10 Responsibility
2. How much assurance is the CPA giving that the financial statements 
are presented fairly in conformity with generally accepted accounting 
principles (GAAP)?
No . . . . . . . . . . .  Complete
Assurance 5 I 2 3 3 5 5 7 S 9 16 Assurance
Please go to the next page. 
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3. How confident are you that the financial statements are presented 
fairly in conformity with generally accepted accounting principles (GAAP)?
No . . . . . . . . . .  Complete
Confidence 0 I 2 3 4 5 5 7 § 9 10 Confidence
4. In order to identify questionable relationships and unusual fluctuations 
in the amounts appearing on the financial statements, how extensively 
do you feel that the CPA used analytical procedures, such as analyzing 
ratios and comparing the financial statement amounts with prior years' 
statements, budgets, and/or forecasts?
Did Not ................................. Extensively
Use 5 I 2 3 3 § 3 7 § 5~T5 Used
5. To what extent do you feel that the CPA performed tests of the account 
balances comprising the financial statements by examining the supporting 
documents or by corresponding directly with third parties, such as debtors 
and creditors?
No     . Extensive
Testing 5 I 2 3 4 3 3 7 § 9 16 Testing
6. How much evidence do you feel that the CPA collected in an attempt 
to ascertain that the more important accounting control procedures were 
functioning during the fiscal period of the financial statements?
No ....................... Substantial
Evidence <T“ I 2 3 3 5 3 7 5 5 T 5  Evidence
7. To what extent do you feel that the CPA made inquiries of management 
concerning the general understanding of the nature of the entity's business 
and significant accounting matters, such as the company's record keeping 
procedures and actions taken at the board of director's meetings?
No ................................. Extensive
Inquiries 0 1— 2 3 4 5 3— 7 8 9" 10'“  Inquiries
8. Assume that when a compilation report is issued by a CPA, 100 points 
represents the amount of confidence that you have that the financial 
statements are presented in accordance with generally accepted accounting 
principles (GAAP). Given the CPA's audit report on page 1, how many 
points would you assign to the amount of confidence that you have that 
the financial statements are presented in accordance with GAAP? (For 
example, if you are twice as confident when an audit report is issued 
as compared to when a compilation report is issued, then your answer 
would be 200.)
________ points
Please go to the next page to answer question 9.
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Question 9 is very important to this study. Please answer this question 
based on the following paragraph, the AUDIT REPORT of the LARGE INTER­
NATIONAL accounting firm, and the FINANCIAL DATA appearing on the three 
following pages (i.e., pages 4-6). Some ratios are presented on page 
4 to facilitate your analysis.
Skinner's Office Supply and Equipment Company is seeking to obtain a 
line of credit for the next 12 months from the bank for which you work. 
The company is planning an aggressive marketing campaign and feels that 
it will need additional working capital to carry an increase in accounts 
receivable and inventory. The line of credit will be secured by accounts 
receivable. No liens currently exist on the receivables. Assume that 
your bank does not limit you on the size of the loan that you may grant 
and that your bank is not limited in the amount of the funds that they 
have available to lend. In an actual loan evaluation, you would have 
access to more information, including a specific amount requested by 
the potential borrower. However, to the best of your ability, please 
indicate the maximum amount of a line of credit and the minimum interest 
rate premium (above prime) that you would recommend. Assume that the 
prime rate is 10%, and that the line of credit will be secured by the 
company's accounts receivable.
9. I would recommend a line of credit of $
and an interest rate premium (above prime) of ____________%
Please turn to page 7 to complete this questionnaire.
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Description of the Company
Skinner's Office Supply and Equipment Company has experienced steady 
growth since the company began operations. Company sales have increased 
on the average of 10% per year for the last three years. Management 
expects sales to increase by 15% and operating expenses by 12% for the 
coming fiscal year. In addition, if your bank offers the company a 
line of credit, there is a strong possibility that the customer will 
look to your bank for most of its credit needs.
Bob Skinner is the president and principal stockholder. He founded 
Skinner's Office Supply and Equipment Company in 1980. He is 52 years 
old, a college graduate, married, and has four children. Most all of 
his personal wealth is in his business.
In order to help facilitate your analysis, some key ratios for 
the company have been computed below. The lower, median, and upper 
quartiles were obtained from Robert Morris Associates' Statement Studies.
Ratios
Type of Skinner's Lower Upper
Ratios Corp. Quartile Median Quartil«
current 2.1 1.2 1.6 2.3
quick 1.1 .5 .7 1.1
debt/equity .9 4.5 2.0 .9
sales/assets 3.8 2.1 2.8 3.6
sales/receivables 13.9 7.7 10.7 14.2
COS/inventory 6.8 2.6 4.3 6.9
Notes to the Financial Statements
1. Accounts Receivable
Accounts Receivable, as of June 30, 1985, consists of the following: 
$192,500 are current; $27,100 are 1 to 30 days past due; $19,400 are 
31 to 60 days past due; and $15,200 are more than 60 days past due.
The doubtful accounts allowance is $10,000.
2. Inventories
Inventories are valued at the lower of cost (first-in, first-out) 
or market.
3. Depreciation
Depreciation is calculated by using the straight-line method of 
depreciation over the estimated useful lives of the property.
4. Long-Term Debt
Long-term debt consists of various notes that are payable in install­
ments. The interest rates on these notes range from 11% to 17% interest. 
Inventories serve as the collateral. Scheduled maturities as of June 
30, 1985, for the five fiscal years 1986 through 1990 are $70,000 (which 

































Total Assets $890,700 $828,000
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Notes Payable $102,800 $106,100
Accounts Payable 190,700 182,000
Income Taxes Payable 4,900 2,500
Total Current Liabilities $298,400 $290,600
Long-Term Notes Payable (Note 4) $124,100 $141,200
Total Liabilities $422,500 $431,800
Stockholders' Equity:
Common Stock, $25 par value, 10,000
shares authorized and issued $250,000 $250,000
Contributed Capital 50,000 50,000
Retained Earnings 168,200 96,200
Total Stockholders' Equity $468,200 $396,200
Total Liabilities and Stockholders' Equity $890,700 $828,000
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SKINNER'S OFFICE SUPPLY AND EQUIPMENT 
STATEMENTS OF INCOME AND RETAINED EARNINGS
For Year Ended June 30
1985 1984
Sales $3 ,400,000 $3, 150,000














Operating Income $ 122,500 $ 106,500
Interest Expense 33,500 34,500
Income Before Taxes $ 89,000 S 72,000
Income Taxes 17,000 9,400
Net Income $ 72,000 S 62,600
Retained Earnings at Beginning of Year 96,200 33,600
Retained Earnings at End of Year $ 168,200 $ 96,200
Earnings Per Share $ 7.20 $ 6.26
STATEMENT OF CHANGES IN FINANCIAL POSITION
For Year Ended June 30
1985  19 9 4“
Sources of Working Capital:
Net income $ 72,000 $ 62,600
Add: Depreciation 25,000 22,700
Working Capital Provided By Operations $ 97,000 $ 85,300
Proceeds from Long-Term Borrowings 57,400 62,000
Total Sources of Working Capital $154,400 $147,300
Uses of Working Capital:
Purchase of Equipment $ 50,900 $ 52,000
Payment of Long-Term Debt 74,500 71,800
Total Uses of Working Capital $125,400 $123,800
Increase in Working Capital $ 29,000 $ 23,500
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Please answer the following general questions.
1. How many years have you served as a bank loan officer? 
  years





d. masters degree or higher
3. What is the approximate size of your bank, in terms of assets? 
(please circle one)
a. under $25,000,000
b. $25,000,000 to $50,000,000
c. $50,000,000 to $100,000,000
d. $100,000,000 to $500,000,000
e. $500,000,000 to $1,000,000,000
f. above $1,000,000,000
4. what is the average loan size that you normally recommend?
a. under $50,000
b. $50,000 to $100,000
c. $100,001 to $200,000
d. $200,001 to $400,000
e. above $400,000
5. In the bank for which you work, are loans approved by yourself or 
by yourself and a committee? (please circle one)
a. yourself
b. yourself and a committee
c. other (please specify) ______________ _______________
6. without turning back to the financial data contained in this 
questionnaire, how would you rate the capital structure of the company 
that you analyzed? (Please cirlce the number corresponding to your 
best estimate.)
Extremely ................................. Extremely
Weak — 0— I— 2 3 4 5 6 7— B ' T I i T -  Strong
Thank you for your time. Your responses have been very valuable.
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APPENDIX E
SAMPLE QUESTIONNAIRE FOR A REVIEW PERFORMED BY A 
LOCAL CPA FIRM FOR A COMPANY 
WITH A WEAK CAPITAL STRUCTURE
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1 6 4
The financial statements of Williams' Office Supply and Equipment Company 
have been reviewed by a LOCAL CPA firm. You are not acquainted with 
this CPA firm. The review report for the company is shown below.
To the Stockholders of Williams' Office Supply and Equipment Company:
We have reviewed the accompanying balance sheets of Williams' Office 
Supply and Equipment Company as of June 30, 1985 and 1984, and the related 
statements of income and retained earnings and changes in financial 
position for the years then ended, in accordance with standards established 
by the American Institute of Certified Public Accountants. All information 
included in these financial statements is the representation of the 
management of Williams' Office Supply and Equipment Company.
A review consists principally of inquiries of company personnel 
and analytical procedures applied to financial data. It is substantially 
less in scope than an examination in accordance with generally accepted 
auditing standards, the objective of which is the expression of an opinion 
regarding the financial statements taken as a whole. Accordingly, we 
do not express such an opinion.
Based on our review, we are not aware of any material modifications 
that should be made to the accompanying financial statements in order 
for them to be in conformity with generally accepted accounting principles.
Local & Co., CPAs 
July 17, 1985
Please answer the following 8 questions based upon the accountant's 
report shown above. Your answers should be based strictly upon the 
review report appearing on this page and not upon any other information 
that is contained in this questionnaire. Please circle the number 
corresponding to the best answer. Please note that question 9 should 
be completed after reviewing the financial information that appears 
on pages 4, 5, and 6.
1. How much responsibility is the CPA assuming for the accuracy of 
the information in the financial statements of Williams' Office Supply 
and Equipment Company?
No    . Complete
Responsibility 0 I 2 3 3 5 S 7 B STD Responsibility
2. How much assurance is the CPA giving that the financial statements 
are presented fairly in conformity with generally accepted accounting 
principles (GAAP)?
No . . . . . . . . . .  Complete
Assurance 0 I 2 3 4 5 6 1 5 9 10 Assurance
Please go to the next page.
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3. How confident are you that the financial statements are presented 
fairly in conformity with generally accepted accounting principles (GAAP)?
No . . . . . . . . . . .  Complete
Confidence 5 I 2 3 3 5 5 7 5 9 ltl Confidence
4. In order to identify questionable relationships and unusual fluctuations 
in the amounts appearing on the financial statements, how extensively 
do you feel that the CPA used analytical procedures, such as analyzing 
ratios and comparing the financial statement amounts with prior years' 
statements, budgets, and/or forecasts?
Did Not ................................. Extensively
Use 0 I 2 3 4 5 § 1 8 5 1 0  Used
5. To what extent do you feel that the CPA performed tests of the account 
balances comprising the financial statements by examining the supporting 
documents or by corresponding directly with third parties, such as debtors 
and creditors?
No ................ ... . . . . Extensive
Testing 0 1 2 3 4 5 § 7 8 9 10 Testing
6. How much evidence do you feel that the CPA collected in an attempt 
to ascertain that the more important accounting control procedures were 
functioning during the fiscal period of the financial statements?
No    . . ■ . Substantial
Evidence 0 1 2 3 4 5 5 7 8 5 TO Evidence
7. To what extent do you feel that the CPA made inquiries of management 
concerning the general understanding of the nature of the entity's business 
and significant accounting matters, such as the company's record keeping 
procedures and actions taken at the board of director's meetings?
No .................................  Extensive
Inquiries 0 I 2 3 4 ”5 S 7 5 9 10 Inquiries
8. Assume that when an audit report is issued by a CPA, 100 points 
represents the amount of confidence that you have that the financial 
statements are presented in accordance with generally accepted accounting 
principles (GAAP). Given the CPA's review report on page 1, how many 
points would you assign to the amount of confidence that you have that 
the financial statements are presented in accordance with GAAP? (For 
example, if you are 90% as confident when a review report is issued 
as compared to when an audit report is issued, then your answer would 
be 90.)
_______ _jpoints
Please go to the next page to answer question 9.
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Question 9 is very important to this study. Please answer this question 
based on the following paragraph, the REVIEW REPORT of the LOCAL accounting 
firm, and the FINANCIAL DATA appearing on the three following pages 
(i.e., pages 4-6). Some ratios are presented on page 4 to facilitate 
your analysis.
Williams' Office Supply and Equipment Company is seeking to obtain a 
line of credit for the next 12 months from the bank for which you work. 
The company is planning an aggressive marketing campaign and feels that 
it will need additional working capital to carry an increase in accounts 
receivable and inventory. The line of credit will be secured by accounts 
receivable. No liens currently exist on the receivables. Assume that 
your bank does not limit you on the size of the loan that you may grant 
and that your bank is not limited in the amount of the funds that they 
have available to lend. In an actual loan evaluation, you would have 
access to more information, including a specific amount requested by 
the potential borrower. However, to the best of your ability, please 
indicate the maximum amount of a line of credit and the minimum interest 
rate premium (above prime) that you would recommend. Assume that the 
prime rate is 10%, and that the line of credit will be secured by the 
company's accounts receivable.
9. I would recommend a line of credit of $
and an interest rate premium (above prime) of ____________%
Please turn to page 7 to complete this questionnaire.
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Description of the Company
Williams' Office Supply and Equipment Company has experienced steady 
growth since the company began operations. Company sales have increased 
on the average of 10% per year for the last three years. Management 
expects sales to increase by 15% and operating expenses by 12% for the 
coming fiscal year. In addition, if your bank offers the company a 
line of credit, there is a strong possibility that the customer will 
look to your bank for most of its credit needs.
Bob Williams is the president and principal stockholder. He founded 
Williams' Office Supply and Equipment Company in 1980. He is 52 years 
old, a college graduate, married, and has four children. Most all of 
his personal wealth is in his business.
In order to help facilitate your analysis, some key ratios for 
the company have been computed below. The lower, median, and upper 
quartiles were obtained from Robert Morris Associates' Statement Studies.
Ratios
Type of Williams' Lower Upper
Ratios Corp. Quartile Median Quartile
current 1.4 1.2 1.6 2.3
quick .7 .5 .7 1.1
debt/equity 3.3 4.5 2.0 .9
sales/assets 3.8 2.1 2.8 3.6
sales/receivables 13.9 7.7 10.7 14.2
COS/inventory 6.8 2.6 4.3 6.9
Notes to the Financial Statements
1. Accounts Receivable
Accounts Receivable, as of June 30, 1985, consists of the following: 
$192,500 are current; $27,100 are 1 to 30 days past due; $19,400 are 
31 to 60 days past due; and $15,200 are more than 60 days past due.
The doubtful accounts allowance is $10,000.
2. Inventories
Inventories are valued at the lower of cost (first-in, first-out) 
or market.
3. Depreciation
Depreciation is calculated by using the straight-line method of 
depreciation over the estimated useful lives of the property.
4. Long-Term Debt
Long-term debt consists of various notes that are payable in install­
ments. The interest rates on these notes range from 11% to 17% interest. 
Inventories serve as the collateral. Scheduled maturities as of June 
30, 1985, for the five fiscal years 1986 through 1990 are $120,000 (which 










Accounts Receivable, net (Note 1) 244,200
Inventories 313,800
Total Current Assets $ 6 3 6 , l o o
Fixed Assets:
Plant and Equipment $382,500
Less Accumulated Depreciation 127,900
Total Fixed Assets $254,500
Total Assets $890,700




Income Taxes Payable 4,900
Total Current Liabilities $447,60?
Long-Term Notes Payable (Note 4) $.236,600
Total Liabilities $684,200
Stockholders' Equity:
Common Stock, $5 par value, 10,000
shares authorized and issued $ 50,000
Contributed Capital 5,000
Retained Earnings 151,500
Total Stockholders' Equity $206,500























WILLIAMS' OFFICE SUPPLY AND EQUIPMENT 
STATEMENTS OF INCOME AND RETAINED EARNINGS
For Year Ended June 30
1985 1984
Sales $3,400,000 $3, 150,000











Operating Income $ 122,500 $ 106,500
Interest Expense 58,800 60,100
Income Before Income Taxes $ 63,700 46,400
Income Taxes 8,700 4,200
Net Income $ 55,000 $ 42,200
Retained Earnings at Beginning of Year 96,500 54,300
Retained Earnings at End of Year $ 151,500 $ 96,500
Earnings Per Share $ 5.50 $ 4.22
STATEMENT OF CHANGES IN FINANCIAL POSITION
For Year Ended June 30
198$ 1984
Sources of Working Capital:
Net Income $ 55,000 $ 42,200
Add: Depreciation 25,000 22,700
Working Capital Provided By Operations $ 80,000 $ 64,900
Proceeds from Long-Term Borrowings 74,400 82,400
Total Sources of Working Capital $154,400 $147,300
Uses of Working Capital:
Purchase of Equipment $ 50,900 $ 52,000
Payment of Long-Term Debt 74,500 71,800
Total Uses of Working Capital $125,400 $123,800
Increase in Working Capital $ 29,000 $ 23,500
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Please answer the following general questions.
1. How many years have you served as a bank loan officer? 
 years





d. masters degree or higher
3. What is the approximate size of your bank, in terms of assets? 
(please circle one)
a. under $25,000,000
b. $25,000,000 to $50,000,000
c. $50,000,000 to $100,000,000
d. $100,000,000 to $500,000,000
e. $500,000,000 to $1,000,000,000
f. above $1,000,000,000
4. What is the average loan size that you normally recommend?
a. under $50,000
b. $50,000 to $100,000
c. $100,001 to $200,000
d. $200,001 to $400,000
e. above $400,000
5. In the bank for which you work, are loans approved by yourself or 
by yourself and a committee? (please circle one)
a. yourself
b. yourself and a committee
c. other (please specify) _____________________________
6. Without turning back to the financial data contained in this 
questionnaire, how would you rate the capital structure of the company 
that you analyzed? (Please cirlce the number corresponding to your 
best estimate.)
Extremely ................................. Extremely
Weak (5 I 2 3 3 5 5 7 8 TTD Strong
Thank you for your time. Your responses have been very valuable.
7
APPENDIX F
SAMPLE QUESTIONNAIRE FOR A COMPILATION PERFORMED BY A 
LARGE INTERNATIONAL CPA FIRM FOR A COMPANY 
WITH A WEAK CAPITAL STRUCTURE
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The financial statements of Williams' Office Supply and Equipment Company 
have been compiled by a LARGE INTERNATIONAL CPA firm. You are well 
acquainted with this CPA firm's good reputation. The compilation report 
for the company is shown below.
To the Stockholders of Williams' Office Supply and Equipment Company:
We have compiled the accompanying balance sheets of Williams' Office 
Supply and Equipment Company as of June 30, 1985 and 1984, and the related 
statements of income and retained earnings and changes in financial 
position for the years then ended, in accordance with standards established 
by the American Institute of Certified Public Accountants.
A compilation is limited to presenting in the form of financial 
statements information that is the representation of management. We 
have not audited or reviewed the accompanying financial statements and, 
accordingly, do not express an opinion or any other form of assurance 
on them.
Large International & Co., CPAs 
July 17, 1985
Please answer the following 8 questions based, upon the accountant's 
report shown above. Your answers should be based strictly upon the 
compilation report appearing on this page and not upon any other 
information that is contained in this questionnaire. Please circle 
the number corresponding to the best answer. Please note that question 
9 should be completed after reviewing the financial information that 
appears on pages 4, 5, and 6.
1. To what extent do you feel that the CPA performed tests of the account 
balances comprising the financial statements by examining the supporting 
documents or by corresponding directly with third parties, such as debtors 
and creditors?
No . . . . . . . . .  Extensive
Testing 0 1 2 3 4 § 5 7 8 9 16 Testing
2. How much evidence do you feel that the CPA collected in an attempt 
to ascertain that the more important accounting control procedures were 
functioning during the fiscal period of the financial statements?
No ....................... ... Substantial
Evidence 8 I i  3 4 5 5" 7 8 9 TT3 Evidence
Please go to the next page.
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3. In order to identify questionable relationships and unusual fluctuations 
in the amounts appearing on the financial statements, how extensively 
do you feel that the CPA used analytical procedures, such as analyzing 
ratios and comparing the financial statement amounts with prior years' 
statements, budgets, and/or forecasts?
Did Not ................................. Extensively
Use 3 I 2 3 3 5 5 7 5 5~T3 Used
4. To what extent do you feel that the CPA made inquiries of management 
concerning the general understanding of the nature of the entity's business 
and significant accounting matters, such as the company's record keeping 
procedures and actions taken at the board of director's meetings?
No .................................  Extensive
Inquiries 0 I 2 3 3 3 S 7 5 9 10 Inquiries
5. How confident are you that the financial statements are presented 
fairly in conformity with generally accepted accounting principles (GAAP)?
No   Complete
Confidence 3 I 2 3 3 5 5 7 5 9 l£> Confidence
6. How much responsibility is the CPA assuming for the accuracy of 
the information in the financial statements of Williams' Office Supply 
and Equipment Company?
No . • • • • » • • • • •  -Complete
Responsibility 0 I 2 3 4 5 5 7 8 9 10 Responsibility
7. How much assurance is the CPA giving that the financial statements 
are presented fairly in conformity with generally accepted accounting 
principles (GAAP)?
No   Complete
Assurance 0 1 2 3 4 5 6 7 8 9 10 Assurance
8. Assume that when an audit report is issued by a CPA, 100 points 
represents the amount of confidence that you have that the financial 
statements are presented in accordance with generally accepted accounting 
principles (GAAP). Given the CPA's compilation report on page 1, how 
many points would you assign to the amount of confidence that you have 
that the financial statements are presented in accordance with GAAP?
(For example, if you are 90% as confident when a compilation report 
is issued as compared to when an audit report is issued, then your answer 
would be 90.)
points
Please go to the next page to answer question 9.
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Question 9 is very important to this study. Please answer this question 
based on the following paragraph, the COMPILATION REPORT of the LARGE 
INTERNATIONAL accounting firm, and the FINANCIAL DATA appearing on the 
three following pages (i.e., pages 4-6). Some ratios are presented 
on page 4 to facilitate your analysis.
Williams' Office Supply and Equipment Company is seeking to obtain a 
line of credit for the next 12 months from the bank for which you work. 
The company is planning an aggressive marketing campaign and feels that 
it will need additional working capital to carry an increase in accounts 
receivable and inventory. The line of credit will be secured by accounts 
receivable. No liens currently exist on the receivables. Assume that 
your bank does not limit you on the size of the loan that you may grant 
and that your bank is not limited in the amount of the funds that they 
have available to lend. In an actual loan evaluation, you would have 
access to more information, including a specific amount requested by 
the potential borrower. However, to the best of your ability, please 
indicate the maximum amount of a line of credit and the minimum interest 
rate premium (above prime) that you would recommend. Assume that the 
prime rate is 10%, and that the line of credit will be secured by the 
company's accounts receivable.
9. I would recommend a line of credit of $
and an interest rate premium (above prime) of %
Please turn to page 7 to complete this questionnaire.
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Description of the Company
Williams' Office Supply and Equipment Company has experienced steady 
growth since the company began operations. Company sales have increased 
on the average of 10% per year for the last three years. Management 
expects sales to increase by 15% and operating expenses by 12% for the 
coming fiscal year. In addition, if your bank offers the company a 
line of credit, there is a strong possibility that the customer will 
look to your bank for most of its credit needs.
Bob Williams is the president and principal stockholder. He founded 
Williams' Office Supply and Equipment Company in 1980. He is 52 years 
old, a college graduate, married, and has four children. Most all of 
his personal wealth is in his business.
In order to help facilitate your analysis, some key ratios for 
the company have been computed below. The lower, median, and upper 









































Notes to the Financial Statements
1. Accounts Receivable
Accounts Receivable, as of June 30, 1985, consists of the following: 
$192,500 are current; $27,100 are 1 to 30 days past due; $19,400 are 
31 to 60 days past due; and $15,200 are more than 60 days past due.
The doubtful accounts allowance is $10,000.
2. Inventories
Inventories are valued at the lower of cost (first-in, first-out) 
or market.
3. Depreciation
Depreciation is calculated by using the straight-line method of 
depreciation over the estimated useful lives of the property.
4. Long-Term Debt
Long-term debt consists of various notes that are payable in install­
ments. The interest rates on these notes range from 11% to 17% interest. 
Inventories serve as the collateral. Scheduled maturities as of June 
30, 1985, for the five fiscal years 1986 through 1990 are $120,000 (which 











Accounts Receivable, net (Note 1) 244,200
Inventories 313,800
Total Current Assets $636,10?
Fixed Assets:
Plant and Equipment $382,500
Less Accumulated Depreciation 127,900
Total Fixed Assets $254,660
Total Assets $890,700




Income Taxes Payable 4,900
Total Current Liabilities $447,600
Long-Term Notes Payable (Note 4) $236,600
Total Liabilities $684,200
Stockholders' Equity:
Common Stock, $5 par value, 10,000
shares authorized and issued $ 50,000
Contributed Capital 5,000
Retained Earnings 151,500
Total Stockholders' Equity $206,500





















WILLIAMS' OFFICE SUPPLY AND EQUIPMENT 
STATEMENTS OF INCOME AND RETAINED EARNINGS
For Year Ended June 30
1985 1984
Sales $3 ,400,000 $3 ,150,000
Cost of Goods Sold $2 ,140,000 $1 ,984,500
Operating Expenses 1,137,500 1,059,000
$3 ,277,500 $3 ,043,500
Operating Income $ 122,500 $ 106,500
Interest Expense 58,800 60,100
Income Before Income Taxes S 63,700 46,400
Income Taxes 8,700 4,200
Net Income $ 55,000 $ 42,200
Retained Earnings at Beginning of Year 96,500 54,300
Retained Earnings at End of Year $ 151,500 $ 96,500
Earnings Per Share $ 5.50 $ 4.22
STATEMENT OF CHANGES IN FINANCIAL POSITION
For Year Ended June 30
Sources of Working Capital:
Net Income $ 55,000 $ 42,200
Add: Depreciation 25,000 22,700
Working Capital Provided By Operations $ 80,000 $ 64,900
Proceeds from Long-Term Borrowings 74,400 82,400
Total Sources of Working Capital $154,400 $147,300
Uses of Working Capital:
Purchase of Equipment $ 50,900 $ 52,000
Payment of Long-Term Debt 74,500 71,800
Total Uses of Working Capital $125,400 $123,800
Increase in Working Capital $ 29,000 $ 23,500
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Please answer the following general questions.
1. How many years have you served as a bank loan officer? 
 years





d. masters degree or higher
3. What is the approximate size of your bank, in terms of assets?
(please circle one)
a. under $25,000,000
b. $25,000,000 to $50,000,000
c. $50,000,000 to $100,000,000
d. $100,000,000 to $500,000,000
e. $500,000,000 to $1,000,000,000
f. above $1,000,000,000
4. What is the average loan size that you normally recommend?
a. under $50,000
b. $50,000 to $100,000
c. $100,001 to $200,000
d. $200,001 to $400,000
e. above $400,000
5. In the bank for which you work, are loans approved by yourself or 
by yourself and a committee? (please circle one)
a. yourself
b. yourself and a committee
c. other (please specify) _____________________________
6. Without turning back to the financial data contained in this 
questionnaire, how would you rate the capital structure of the company 
that you analyzed? (Please cirlce the number corresponding to your 
best estimate.)
Extremely .................................  Extremely
Weak — 5— I— 3— 3— 3— 5— 5— 7— 5— 9"!"0“  strong
Thank you for your time. Your responses have been very valuable.
7
APPENDIX G
SAMPLE QUESTIONNAIRE FOR NO ACCOUNTANT'S ASSOCIATION 
FOR A COMPANY WITH A STRONG CAPITAL STRUCTURE
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The financial statements of Skinner's Office Supply and Equipment Company 
have not been audited, reviewed, or compiled by a CPA firm. That is, 
the financial statements were prepared solely by the management of Skinner's 
Office Supply and Equipment Company.
Please answer the following 2 questions without referring to any other 
information contained in this questionnaire. Please note that question 
3 should be completed after reviewing the financial information that 
appears on pages 3, 4, and 5.
1. Assume that when an audit report is issued by a CPA, 100 points 
represents the amount of confidence that you have that the financial 
statements are presented in accordance with generally accepted accounting 
principles (GAAP). Given the fact that the financial statements of 
Skinner's Office Supply and Equipment Company have not been audited, 
reviewed, or compiled, how many points would you assign to the amount 
of confidence that you have that the financial statements are presented 
in accordance with GAAP? (For example, if you are 90% as confident 
when there is not any type of CPA report issued as compared to when 
an audit report is issued, then your answer would be 90.)
________ points
2. How confident are you that the financial statements axe presented 
fairly in conformity with generally accepted accounting principles (GAAP)? 
(Please circle the number corresponding to the best answer.)
No . . . . . . . . . . .  Complete
Confidence 0 I 2 3 4 5 6 7 8 9 10 Confidence
Please go to the next page to answer question 3.
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Question 3 is very important to this study. Please answer this question 
based on the following paragraph, the FINANCIAL DATA appearing on the 
three following pages (i.e., pages 3-5), and the fact that no accountant's 
report has been issued. Some ratios are presented on page 3 to facilitate 
your analysis.
Skinner's Office Supply and Equipment Company is seeking to obtain a 
line of credit for the next 12 months from the bank for which you work. 
The company is planning an aggressive marketing campaign and feels that 
it will need additional working capital to carry an increase in accounts 
receivable and inventory. The line of credit will be secured by accounts 
receivable. No liens currently exist on the receivables. Assume that 
your bank does not limit you on the size of the loan that you may grant 
and that your bank is not limited in the amount of the funds that they 
have available to lend. In an actual loan evaluation, you would have 
access to more information, including a specific amount requested by 
the potential borrower. However, to the best of your ability, please 
indicate the maximum amount of a line of credit and the minimum interest 
rate premium (above prime) that you would recommend. Assume that the 
prime rate is 10%, and that the line of credit will be secured by the 
company's accounts receivable.
3. I would recommend a line of credit of $
and an interest rate premium (above prime) of ____________%
Please turn to page 6 to complete this questionnaire.
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Description of the Company
Skinner's Office Supply and Equipment Company has experienced steady 
growth since the company began operations. Company sales have increased 
on the average of 10% per year for the last three years. Management 
expects sales to increase by 15% and operating expenses by 12% for the 
coming fiscal year. In addition, if your bank offers the company a 
line of credit, there is a strong possibility that the customer will 
look to your bank for most of its credit needs.
Bob Skinner is the president and principal stockholder. He founded 
Skinner's Office Supply and Equipment Company in 1980. He is 52 years 
old, a college graduate, married, and has four children. Most all of 
his personal wealth is in his business.
In order to help facilitate your analysis, some key ratios for 
the company have been computed below. The lower, median, and upper 


















Notes to the Financial Statements
1. Accounts Receivable
Accounts Receivable, as of June 30, 1985, consists of the following: 
$192,500 are current; $27,100 are 1 to 30 days past due; $19,400 are 
31 to 60 days past due; and $15,200 are more than 60 days past due.
The doubtful accounts allowance is $10,000.
2. Inventories
Inventories are valued at the lower of cost (first-in, first-out) 
or market.
3. Depreciation
Depreciation is calculated by using the straight-line method of 
depreciation over the estimated useful lives of the property.
4. Long-Term Debt
Long-term debt consists of various notes that are payable in install­
ments. The interest rates on these notes range from 11% to 17% interest. 
Inventories serve as the collateral. Scheduled maturities as of June 
30, 1985, for the five fiscal years 1986 through 1990 are $70,000 (which 































$ 1 2 8 7 7 0 0
Total Assets $890,700 $828,000
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Notes Payable $102,800 $106,100
Accounts Payable 190,700 182,000
Income Taxes Payable 4,900 2,500
Total Current Liabilities $298,400 $290,600
Long-Term Notes Payable (Note 4) $124,100 $141,200
Total Liabilities $422,500 $431,800
Stockholders' Equity:
Common Stock, $25 par value, 10,000
shares authorized and issued $250,000 $250,000
Contributed Capital 50,000 50,000
Retained Earnings 168,200 96,200
Total Stockholders' Equity $468,200 $396,200
Total Liabilities and Stockholders' Equity $890,700 $828,000
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SKINNER'S OFFICE SUPPLY AND EQUIPMENT 
STATEMENTS OF INCOME AND RETAINED EARNINGS
For Year Ended June 30
1985 1984
Sales $3 ,400,000 $3 ,150,000














Operating Income $ 122,500 $ 106,500
Interest Expense 33,500 34,500
Income Before Taxes $ 89,000 $ 72,000
Income Taxes 17,000 9,400
Net Income $ 72,000 $ 62,600
Retained Earnings at Beginning of Year 96,200 33,600
Retained Earnings at End of Year $ 168,200 $ 96,200
Earnings Per Share $ 7.20 $ 6.26
STATEMENT OF CHANGES IN FINANCIAL POSITION
For Year Ended June 30
1965    T ?5T
Sources of Working Capital:
Net Income $ 72/000 $ 62/600
Add: Depreciation 25,000 22,700
Working Capital Provided By Operations $ 97,000 $ 85,300
Proceeds from Long-Term Borrowings 57,400 62,000
Total Sources of Working Capital $154,400 $147,300
Uses of Working Capital:
Purchase of Equipment $ 50,900 $ 52,000
Payment of Long-Term Debt 74,500 71,800
Total Uses of Working Capital $125,400 $123,800
Increase in Working Capital $ 29,000 $ 23,500
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Please answer the following general questions.
1. How many years have you served as a bank loan officer? 
 _years





d. masters degree or higher
3. What is the approximate size of your bank, in terms of assets? 
(please circle one)
a. under $25,000,000
b. $25,000,000 to $50,000,000
c. $50,000,000 to $100,000,000
d. $100,000,000 to $500,000,000
e. $500,000,000 to $1,000,000,000
f. above $1,000,000,000
4. What is the average loan size that you normally recommend?
a. under $50,000
b. $50,000 to $100,000
c. $100,001 to $200,000
d. $200,001 to $400,000
e. above $400,000
5. In the bank for which you work, are loans approved by yourself or 
by yourself and a committee? (please circle one)
a. yourself
b. yourself and a committee
c. other (please specify)
6. Without turning back to the financial data contained in this 
questionnaire, how would you rate the capital structure of the company 
that you analyzed? (Please cirlce the number corresponding to your 
best estimate.)
Extremely .................................  Extremely
Weak 0 I 2 3 4 5 § ? 3 TT5  Strong
Thank you for your time. Your responses have been very valuable.
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